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PREFATORY NOTE 


“Institutional” economists have devoted a large amount of 
their interest to the study of public or governmental institu¬ 
tions such as fiscal agencies, tariffs, tax systems, regulatory 
laws, and administrative bureaus or of market structures and 
practices. These institutional factors external to the firm are 
of unquestionable importance. But their study should not be 
pursued to the neglect of what may be called the private 
institutions of business. These include the company structures, 
practices, and policies that businessmen have themselves built 
up and operate within the law set out on statute books and in 
administrative rulings. 

Some five years ago I became aware of the interest that 
Professor Gordon of the University of California was taking 
in the structure of the large business corporation in relation 
to its economic functioning—an interest which went back to 
his graduate student days at Harvard. This line of research 
seemed to me so definitely complementary to my own studies 
in the content of corporate management—particularly price 
policies—that I undertook to bring him to Brookings, where 
his time would be so freed from teaching duties that he might 
complete his analysis of the organization of the large cor¬ 
poration as it affects the role of business leadership. 

This work was far from complete when the prior claim of 
war service took all but fragments of Dr. Gordon’s time, and 
completion of the work was considerably retarded. At the 
same time, the practical business contacts incident to his job 
in the War Production Board and its liaisons with other war 
agencies have given him further opportunities to observe, to 
ponder, and to discuss the relationships of corporation man¬ 
agement with which he is here dealing. The book as now 
printed has no doubt gained from this longer period of prepara¬ 
tion and this broader expedience. 
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Dr. Gordon is here writing for both the economist and the 
businessman. Though his interest in this field developed out 
of consideration of the theoretical literature on the entre¬ 
preneurial function, he fully appreciates that it is more im¬ 
portant to know how businessmen actually shape their prac¬ 
tices than what the economist thinks or says about them. 
To the corporate executive it may at first glance seem that the 
book recites in tedious professorial style only what every 
businessman knows. It may no doubt be conceded that every 
top executive is familiar with the superficial facts of most of 
the relationships that are systematically traced in the book. 
The point is that he probably takes them too much for granted 
—either as things which have become established and are not 
to be questioned or, on the other hand, as practical arrange¬ 
ments that were dictated by casual expediency and that can 
be immediately abandoned whenever a new expedient is sug¬ 
gested by changed circumstances. 

It is a merit of the author’s treatment that he seeks to think 
through with the businessman the implications of present ways 
of corporate life or the influence they have on the economic 
performance of private business managers. His treatment 
implies a belief that the business mechanism is constructed by 
businessmen, according to designs whose various features must 
be considered with as much care and professional competence 
as the design of a motor or the layout of an assembly line. 
Only so can we have progressive engineering rather than mere 
Topsy growth. 

The current design of big business corporations is considered 
in terms of its operative functions, but these in turn are related 
to over-all purpose. Out of this emerges a concept of “business 
leadership,” which is related to the economist’s word “entre¬ 
preneurship” and the businessman’s phrase “private enter¬ 
prise.” Thus in Part I and again in the closing portion of the 
book we are led beyond the merely mechanical aspects of 
business on the “institutional” plane to a consideration of the 
business corporation as organized human activity shaped to 
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the achieving of certain basic common purposes through pro¬ 
cedures that are chosen, devised, guided, and progressively 
modified by the personalities, major and minor, who are them¬ 
selves the cogs and levers of the machine. Such personalized, 
volitional, or psychological analyses of the economic process 
are beginning to constitute a third type of economic research 
complementing the “theoretical” and the “institutional.” 

This brings the author, in his closing chapters, to contem¬ 
plate the motivation which plays upon these participants in the 
processes of business administration and the incentives which 
operate in the current scheme of corporate organization. That 
calls for reconsideration of fundamental economic forces about 
which we need more profound knowledge but of which we can 
get real understanding only as we see men at work in the insti¬ 
tutional mechanisms of business. If the author has dealt some 
stiff blows at traditional theories of entrepreneurship, he has 
also brought up valuable materials for the shaping of “theoreti¬ 
cal” generalizations more realistic and germane to the business 
world we live in. 

Not the least of the author’s contributions is his treatment of 
what he calls “interest groups” and their pressures upon the be¬ 
havior of business men. The word “control” has been too 
loosely used in the past and has never been adequately related 
to the operational patterns out of which major business decisions 
emerge. Dr. Gordon’s analysis throws considerable light on the 
character of these politico-business forces. 

Considering the working model of the large corporation as 
he has thus set it up, Dr. Gordon notes the decline of the owner 
entrepreneur, the rise of the professional manager, and the 
ambiguous position of the “director.” This prompts him to sug¬ 
gest one major line of institutional modification, namely a new 
kind of directorship. But he is not here concerned with possi¬ 
bilities of changing the role of government regulatory agencies 
or the desirability or feasibility of raising the quality or shap¬ 
ing the outlook of managers. Leaving these factors constant for 
purposes of the present analysis, he considers a change in the 
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role of the director which he believes would cause the business¬ 
man as we know him to give better business leadership, using 
the instrumentality of the large corporation as we know it. 

Other students may be more concerned with additional 
possibilities of improving the contribution of the large cor¬ 
poration to business leadership, for example, the demarca¬ 
tion between “labor” and “management” in a system in which 
professional managers are a particular class of technically quali¬ 
fied workers rather than suppliers of equity capital. It might 
be profitable to explore possible means and consequences of 
introducing a system of corporate suffrage open to all classes 
of workers or to a group larger than that now defined as 
“management,” and to consider the range of matters that 
would be functionally suitable for referendum to such a voting 
body. The author’s discussion of “interest groups,” external 
as well as internal, should also stimulate further lines of 
realistic analysis. Finally, his closing comments on the motiva¬ 
tion of the professional executive should pave the way for 
numerous inquiries into the broad field of business policy mak¬ 
ing. 

E. G. Nourse 

Vice-President 

The Brookings Institution 
November 1944 
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PART I 

INTRODUCTION 




CHAPTER I 


THE NATURE OF THE PROBLEM 

In the infinitely complex economic system on which we rely 
for our daily bread, no productive function is more important 
than that of our business leaders. These men are charged 
with the responsibility of giving direction and unity to the 
efforts of the many who participate in economic activity. It 
is their job to make the plans and decisions which will trans¬ 
form economic effort into the particular goods and services 
wanted by a myriad of consumers. Conversely, it is their job 
also to translate consumers’ needs into employment oppor¬ 
tunities for labor and other economic resources. 

In a private enterprise type of economic system, we call 
these economic leaders “businessmen” or “business leaders,” 
and we may speak of their directing and co-ordinating func¬ 
tion as that of business leadership. 1 The purpose of this study 
is to examine the way in which this highly important role 
is actually performed today in the giant corporation, which has 
in many respects become the dominant type of business enter¬ 
prise in the United States. Who are our business leaders in 
the large corporation, and under what sort of conditions do 
they perform their leadership function? 

THE NATURE OF BUSINESS LEADERSHIP 

Let us consider briefly what we mean by business leader¬ 
ship. 2 Direction and co-ordination are required in any type of 
economic system that has progressed beyond the stage of self- 
sufficient family units. If we have division of labor and pro¬ 
duction for a market (even though the needs of consumers 
are not evaluated through the price mechanism), the necessity 

1 We might also call these men entrepreneurs . The reason we avoid this 
term is indicated at a later point. 

2 In this section we present a rather generalized statement of the nature 
of the leadership function. In Chap. 3 we shall indicate in some detail 
exactly what types of decision-making we include in the leadership function. 
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for the integrating and guiding role of economic leadership 
exists. 

This function may be exercised in different ways. In a 
completely socialist system, government officials would per¬ 
form it.* In a free enterprise system, the function is carried 
out by those who direct the affairs of individual business firms. 
These men may be the owners of their enterprises. They may 
be paid executives, directors, bankers, or stockholders. In the 
very small firm, the function may be entirely performed by 
a single individual. In a large corporation, it is more likely to 
be shared by a group. Production for a market in a changing 
and uncertain world creates the need for leadership. But a 
variety of conditions determines how and by whom that role 
will be exercised at a particular time and place. 

Today, in the highly developed economic systems of the 
Western World, the men who perform the leadership func¬ 
tion stand at the center of the productive process. Upon them 
converge the demands of consumers, which the business leader 
evaluates and translates into offers of employment to labor 
and the other productive agents. He determines what should 
be produced, in what quantities and at what prices, and he is 
i also responsible for determining the methods by which pro¬ 
duction should be carried on. Because of his position at the 
center of the productive process, fie acts as the agent through 
jwhom the national income is distributed to those who partici¬ 
pate in production/ 

In a world of change and uncertainty, the business leader 
becomes a vital element in the very process of change itself. 
As demand shifts or as new developments occur calling for 

'The needs of consumers must be analyzed and evaluated by those in 
charge of production. The criteria for evaluating needs depend upon the 
economic and political system within which production takes place. In a 
system of free enterprise, they are primarily price and profit. Where produo 
tion is by government order, the criteria may be several: the welfare of the 
state (from any of a number of different points of view), the requirements 
of individuals (again according to some standard of need), or even the same 
sort of price and profit calculations, based on consumers’ freedom of choice 
in spending their money incomes, which prevail in our present system. 
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new methods of production, these (and other) changes show 
themselves in our present system in the form of altered price 
relationships and profit expectations. The business leader is i 
the one who detects and evaluates the new situation and di- i 
rects the making of such adjustments in the economic system; 
as seem necessary to him. The business leader also creates 
change: discovering new markets, introducing new products 1 
and new productive techniques, and so on. 4 

Business leadership, then, is the function of organizing and- 
directing business enterprises, of making the decisions which 
determine the course of a firm’s activities. By administering 
individual undertakings, business leaders taken together di¬ 
rect the course of activity in the economic system as a whole. 

Many economists would give the title entrepreneur to the 
business leader and would refer to what we have called busi¬ 
ness leadership as the entrepreneurial function. The word 
entrepreneur, however, has been given a variety of conflicting 
definitions in economic literature. Fairly generally, the “en¬ 
trepreneur” is considered to be not only what we would call a 
business leader but also the owner of the enterprise. Some¬ 
times the entrepreneur’s function is regarded as risk-taking 
rather than leadership. When the emphasis is placed on lead¬ 
ership, there is no general agreement as to how much actual 
decision-making is encompassed in the entrepreneurial func¬ 
tion. To some economists, the entrepreneur is the “supreme 
co-ordinating authority” but not the man to whom important 
elements of decision-making may be delegated. To others, 
entrepreneurship might include most of the kinds of decision¬ 
making which we would include in the leadership function. 

The most serious lack of agreement among economists in 

4 This paragraph can be summarized by saying that the business leader’s 
(entrepreneur’s) active function is the dual one of adjustment and innova¬ 
tion. See Maurice Dobb, Capitalist Enterprise and Social Progress (1925), 
Chap. 3. Joseph A. Schumpeter, however, who has contributed much to the 
study of economic change, would include only innovation, the creation of 
change, in the entrepreneurial function. See his Theory of Economic De¬ 
velopment (1934), Chap. 2, and Business Cycles (1939)1 Vol. 1, pp. 
102 ff. 



6 


LEADERSHIP IN THE LARGE CORPORATION 


their definitions of the entrepreneur arises in connection with 
the large corporation, in which the owners are not the active 
leaders and in which decision-making is diffused and delegated 
through a hierarchy of directors and management officials.® 
But it is in the large corporation that we want to examine 
how business leadership is performed. To avoid misunder¬ 
standing and controversy, therefore, we shall refrain from 
speaking of the entrepreneur and use instead the expressions 
“business leader” and “business leadership.” The general 
nature of the function we have in mind when we use these 
terms has been indicated in the preceding paragraphs. 

THE SIGNIFICANCE OF THE LEADERSHIP FUNCTION 

Obviously, the businessman is not independent of his en¬ 
vironment. His course of action is strongly conditioned by a 
wide range of environmental pressures which bear upon him. 
Does this mean that the business leader is purely a passive 
agent, reacting mechanically to market and other pressures? 
This question deserves further investigation. 

In a price system, the business leader relies on the price 
offers of consumers to know what and how much to produce. 
Similarly, he is faced with certain facts concerning the supplies 
and qualities of the factors of production, and to these also he 
must adjust himself. The state of technical and economic 
organization presents further conditions to which the busi¬ 
ness leader must adapt himself (although one effect of his 
leadership activity is to bring about changes in these condi¬ 
tions). 

| Finally, the institutions of the economic and political system 
j within which he operates set limitations on the scope and 
‘direction of his leadership. In a free-enterprise system, the 
competition of other business leaders is a powerful condition¬ 
ing force—both in limiting the range of entrepreneurial dis¬ 
cretion and in affecting the manner in which business leader- 

* On all this, see R. A. Gordon, “Enterprise, Profits, and the Modern 
Corporation,” in Explorations in Economics: Notes and Essays Contributed 
in Honor of F. W. Taussig (1936), pp. 306-16. 
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ship will be exercised. 6 Important also as a conditioning 
force are the pressures exerted by various interest groups 
which seek to wield power over the enterprise. These group 
pressures range from the regulatory activities of government 
to the power and influence of banks and other financial in¬ 
terests, organized labor, large customers, suppliers of strategic 
materials, and so on. 7 

In a system of private property and free enterprise, the busi¬ 
ness leader is expected to make his decisions with the aim of 
maximizing the profits of his firm. In what direction the 
search for profit will take the business leader will depend 
upon the technical conditions of demand and supply and the 
other restrictive influences mentioned in the preceding para¬ 
graph. 

The fact that businessmen, in pursuing the end of maxi¬ 
mum profits for their firms, must adapt themselves to chang¬ 
ing market conditions led the classical economists (and many 
modern ones) to look upon the business leader (entrepreneur) 
as a purely colorless medium, through which stimuli were 
transmitted to various parts of the economic organism. Thus 
the entrepreneur was assumed to be a passive agent, reacting to 
his environment but not in turn having an independent in¬ 
fluence of his own. In this way, economists have been able 
to concentrate upon Underlying forces” and to assume that 
these forces automatically had certain definite and foreseeable 


* We speak here of both price and non-price competition. Even in the 
largest-scale enterprises, actual and potential competition strongly condi¬ 
tions leadership activity. This is not to deny that businessmen strive to con¬ 
trol competition. Thus far, in this country, they have been more successful 
in keeping price-competition in check than in curbing the sort of competi¬ 
tion which emphasizes various forms of sales promotion. This, in a way, 
is a good example of how the business leader and his environment mutually 
react upon each other. The attempt to avoid price competition by business 
leaders has had a profound influence on the nature of competitive practices 
and the conditions under which productive activity is carried on. This 
change in the nature of competition has tended, of course, to increase the 
range of discretion open to the business leader. 

7 The whole topic of “institutional controls” and economic pressure 
groups in relation to the exercise of the leadership function is discussed in 
some detail in Chaps. 7-11. 
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effects upon the economic system. This method of mechanistic 
analysis was facilitated, or rather made possible, by the classi¬ 
cal assumptions of free and perfect competition and of perfect 
economic rationality (the latter defined to mean the auto¬ 
matic pursuit of the largest possible gain to be secured from 
alternative lines of action open to the individual). 8 
/ While it is perfectly true that the business leader’s indepen¬ 
dence is circumscribed by a given economic environment, 
> this does not mean that he is entirely a passive agent who re- 
l acts automatically and in predetermined fashion to events as 
i they occur. Actually, the business leader plays an independent 
t role of some importance. Profit may be the guiding motive j 
1 but economic situations must be translated into profit possibil- 

8 The tendency among economists in this regard has been well stated as 
follows: “In classical and neo-classical economics, entrepreneurship has 
figured chiefly as a pervasive reality which, once admitted in the premises, 
may then be dropped from the field of vision. ... It has been recognized 
that the choices of the entrepreneur set the whole productive mechanism 
in motion. But these choices, according to the usual view, are mere matters 
of calculation, and involve no element of will or feeling. . . . The 
entrepreneur’s existence as an economic man depends upon his acceptance 
of every opportunity to better himself, even in the least degree, by his 
choices. Accordingly, it is not to the choices themselves that orthodox 
economics looks for an explanation of price changes, but to the forces that 
determine the respective magnitudes of the items offered for choice.” 
(A. S. Johnson, “Davenport’s Economics and the Present Problems of 
Theory,” Quarterly Journal of Economics , Vol. *8 (1914), pp. 422-23.) 
Not all economists, of course, fit this description. Among those who have 
ascribed greater volitional importance to the entrepreneur are Veblen, 
Davenport, Hawley, Schumpeter, and Dobb. In recent years, two tendencies 
in economic analysis have had opposite effects upon the role which 
economists attribute to the entrepreneur. Developments in mathematical 
economics and general equilibrium theory have reinforced the mechanistic 
approach to entrepreneurial activity. On the other hand, the recent analysis 
of imperfect competition and the consequent emphasis upon the factors 
affecting the price policies of firms have tended, if only by implication, 
to ascribe volitional importance to those engaged in leadership activity. 
(See in this connection, E. G. Nourse, “The Meaning of ‘Price Policy*,” 
Quarterly Journal of Economics , Vol. 55 (1941), pp. i75-*<>9> A. R. 
Burns, “The Organization of Industry and the Theory of Prices,” Journal 
of Political Economy , Vol. 45 (1937), pp. 662 ff., especially p. 666} and 
E. S. Mason, “Price and Production Policies of Large-Scale Enterprise,” 
American Economic Review , Vol. 29, Supplement (March 1939)) pp. 6x 
ff.) Another development which has tended, again if only by implication, 
to stress the importance of leadership decisions has been the emphasis on 
business expectations in recent monetary and business-cycle theory. 
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ities. A given situation may lead to any one of a number of 
courses of action, depending on how this process of transla¬ 
tion is performed. Not only the character of the business¬ 
man but also the particular organization for leadership 
Within which he operates makes a difference. Economic lead¬ 
ership in the giant corporation is not the same thing as in the 
relatively small-scale one-man concern. The techniques of 
decision-making are substantially different in the two types of 
organization. So are the incentives to which the business 
leader reacts. 

Further, the profit motive must be pursued within the 
limits imposed by the institutional restrictions previously 
mentioned, for example, government regulation or the 
pressures exerted by various economic interest groups that 
acquire power over the enterprise. These institutional pulls, 
as well as prices and prospects of profits, make up the environ¬ 
ment to which the business leader reacts. The economist 
ordinarily ignores such institutional factors. But they can¬ 
not be ignored if we are to understand how business leader¬ 
ship is actually carried on . 9 We cannot dismiss the business 
leader as the passive means of transmitting underlying mar¬ 
ket forces to an economic system which mechanically and in 
predetermined fashion reacts to these forces. All the condi¬ 
tions surrounding the exercise of the leadership function 
become additional variables which must be included in an 
analysis of the operations of the economic system. In view of 
this, and in view of the dynamic importance of the business 
leader’s function, it becomes highly important that we ascer¬ 
tain the actual conditions under which business leadership is 
carried on today and the effects which this leadership, so 
exercised, has on the operation of our economic system . 10 

* Nor can we ignore purely psychological determinants of entrepreneurial 
behavior. Economic behavior which may be completely incomprehensible 
in terms of the usual profit-and-loss calculations may become easily under¬ 
stood when considered in the light of such incentives as the desire for 
power, the creative urge, or loyalty to a group. See Chap. 13. 

10 A further set of problems is raised also but cannot be treated in this 
study. Acquisition of the power necessary to exercise the leadership function 
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PROBLEMS RAISED BY THE LARGE CORPORATION 
j From many points of view, the large corporation—not the 
small or even medium-sized concern—is the most important 
. type of business enterprise in the United States . 11 Many in¬ 
dustries are dominated by one or a few huge firms} thousands 
of workers may depend for their livelihoods on the activities 
of a single concern. On the men who guide these relatively 
few large undertakings depends the economic welfare of mil¬ 
lions: consumers, workers, large-scale and petty capitalists, 
and, indirectly through the ramifications of the network of price 
and profit relations, a host of smaller businessmen. What we 
have said about the importance of the business leader holds 
most clearly for the men who direct the affairs of these giant 
undertakings. 

This being the case, we should know the answers to such 
questions as the following: What has happened to the leader¬ 
ship function as the old-fashioned type of one-man business 
has declined in relative importance and as vast corporate 
bureaucracies have taken its place? What, in fact, does busi¬ 
ness leadership mean today in a world of divided responsi¬ 
bility and delegated authority, in which “hired managers” 
make basic business decisions and in which many business 
owners (stockholders) scarcely know what their firms pro¬ 
duce? Which types of decisions and activities should be in¬ 
cluded in the leadership function, and which excluded? Given 
the particular types of leadership activity and decision-making 


implies acquisition also of some measure of influence over the activities 
of those who co-operate in production. How does the power and influence 
secured by business leaders react upon other groups in the community— 
socially and politically as well as economically? During a long period, 
particularly in the last century and a half, the businessman has helped 
to shape his social and political as well as his economic environment. His 
social and political influence has arisen out of his economic power. Nowhere 
has this been more true than in England and the United States. But while 
businessmen in general (but by no means always) have been willing to 
accept a large share of the responsibility for efficient business leadership, 
they have not, for the most part, been willing to accept the broad social 
and political responsibilities that were attached to that leadership. 

11 Chap. 2 makes some attempt to evaluate the present importance of the 
large corporation in the United States. 
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to be included in the leadership function, whom do we find 
actually performing this role among the lower and higher 
ranking executives, directors, large and small stockholders, 
bankers, and such other groups as may exercise some influence 
over the large corporation’s affairs? How effective is our present 
system of corporate business leadership, with its elaborate 
division of labor and delegation of responsibility, in directing 
the giant impersonalized undertakings which make up large- 
scale industry? 

Strangely enough, we have little information on the 
manner in which the leadership function is actually performed 
in the very large firm. It is true that the economist has for 
decades freely used the concept of entrepreneur and of busi¬ 
ness leader in discussing many types of economic problems— 
for example, the determination of prices, the nature and 
causes of cyclical fluctuations, and so on. And many pages 
have been covered with economists’ ponderings as to the 
nature of that peculiar income we call business profits. But to 
most economists, even today, the “entrepreneur” still means 
only the owner-manager, usually, by implication, of a small 
manufacturing business. For the most part, as we have seen, 
this sort of entrepreneur is made to operate in a highly com¬ 
petitive world, within which he reacts mechanically and auto¬ 
matically to underlying market forces . 12 Some brief considera¬ 
tion has been given to the question of who is the “entre¬ 
preneur” in the corporation, but this has not been preceded 

12 This sort of automatic and predetermined behavior is generally as¬ 
sumed even in present-day discussions of monopolistic competition (exclud¬ 
ing the case of oligopoly). When, as in recent writings on non-competitive 
price determination and the effect of business expectations on cyclical 
fluctuations, the entrepreneur is given a more active and independent role, 
he still remains for the most part the owner-manager exercising a rela¬ 
tively simple and undivided function of decision-making, to which the 
bearing of business risks is usually added. In the field of price analysis, a few 
writers have attempted a more realistic approach to the problem of 
entrepreneurial decision-making. See, for example, the articles by Nourse, 
Mason, and Burns previously cited (p. 8 n. 8) $ E. G. Nourse and H. B. 
Drury, Industrial Price Policies and Economic Progress (1938)5 E. G. 
Nourse, Price Making in a Democracy (1944) j and Walton Hamilton and 
Associates, Price and Price Policies (1938). 
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by the necessary study of the manner in which business leader¬ 
ship is actually carried on in giant concerns characterized by 
a separation of ownership and management, and in which 
control and responsibility are delegated and shared in a num¬ 
ber of ways . 18 

Businessmen themselves, and those who write about purely 
business subjects, have of course given considerable thought 
to some of the problems of leadership created by the large 
corporation. There is, for example, a rapidly growing litera¬ 
ture on “management problems.” A great deal of this litera¬ 
ture is concerned with matters of organization, principles 
of “scientific management,” suggestions for handling particu¬ 
lar types of business problems faced by management in both 
the upper and lower ranks, and similar technical questions. 
Here again, however, there has been almost no systematic 
attempt to determine, for any wide range of large-scale 
industry, how the leadership function is actually performed , 14 
and with what effects on the operation of the economic 
system. Despite the mounting literature on corporate manage¬ 
ment, we still know surprisingly little about how and by whom, 
in the large corporation, prices are set, investment decisions are 
made, key executives and directors are chosen, and so on. 
The questions that we posed earlier in this chapter concerning 
the nature and method of performance of the leadership 
function in the large corporation remain for the most part 
unanswered. 

18 An important start was made by Adolph A. Berle and Gardiner C. 
Means in The Modern Corf oration and Private Proferty (1931), although 
this study was not specifically directed toward determining in detail how 
and by whom important decisions are made in the large corporation. 

14 A partial exception is Paul E. Holden and others, Tof -Management 
Organization and Control (1941). 



CHAPTER II 


THE PRESENT CORPORATE SETTING FOR 
BUSINESS LEADERSHIP 

Since we are concerned with business leadership in the 
; large corporation, two questions suggest themselves: (i) How 
important is the large corporation in present-day American 
economic activity? (2) What special conditions does the 
large corporation create for the exercise of business leader¬ 
ship? 

THE PREVALENCE OF THE CORPORATE FORM 

The business corporation has come to dominate most fields 
of economic activity in the United States. Among the twelve 
groups of activities listed in the table on page 14, in only 
three (agriculture, service, and miscellaneous) do unincor¬ 
porated enterprises perform the major part of the business 
done. These three industrial groups accounted for 25 per cent 
of the national income produced in 1937. In six industries, 
originating about 45 per cent of the 1937 national income, 
corporations accounted for 80 per cent or more of the busi¬ 
ness done. In the important manufacturing group, which 
alone accounts for about one fourth of the national income, 
£2 per cent of the business was done by corporations. Tak¬ 
ing all these industrial groups together, it has been esti¬ 
mated that, very roughly, something like 60 to 65 per cent 
pf the total volume of business in the United States in 1937 
Jvas performed by corporations. 1 

These figures on the importance of corporate activity should 
be taken as rough approximations only, subject to an indeter¬ 
minate margin of error. They can be used, however, as indi- 

1 Estimate of W. L. Thorp, in Investigation of Concentration of Eco¬ 
nomic Power , gearings before the Temporary National Economic Com¬ 
mittee, Pt. I, 75 Cong. 3 sess., p. 97. (These hearings will hereafter be 
referred to as TNEC Hearings.) This estimate is little changed if govern¬ 
ment activity is excluded. 
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eating the general order of magnitudes involved. We can 
safely conclude that, at least in terms of volume of business, 
the corporation is much the most important form of business 
organization in this country. Individual proprietorships, how- 


Importance of Corporate Activity, by Branches of Industry* 


Industry 

Percentage of 
National 
Income 
in 1937 b 

Percentage of 
Business Done 
by Corpora¬ 
tions, Various 
Years, 1929-37 

Agriculture. 

8.9 

7 

Mining. 

2.1 

96 

Electric light and power and manufactured gas 

1.6 

100 

Manufacturing. 

24.0 

92 

Contract construction. 

2.1 

60° 

Transportation. 

7.3 

89 

Communication... 

1.3 

100 

Trade. 

12.5 

58 

Finance. 

9.3 

84 

Government— including work relief wages . 

13.5 

58 

Service. 

11.9 

30 

Miscellaneous. 

4.2 

33 


a With one exception, the figures in this table were taken from Investigation 
of Concentration of Economic Power , Hearings before the Temporary National 
Economic Committee, Pt. I, 75 Cong. 3 sess., p. 96 . The exception is noted in 
footnote °. For the meaning of “business done’* and a general discussion of the 
estimates given in this table, see App. A. 

b The figures in this column indicate the fraction of total national income 
produced which was contributed by each of the industries mentioned. These 
percentages do not total 100 because of the omission of social security contribu¬ 
tions by employers. See U. S. Bureau of Foreign and Domestic Commerce, In¬ 
come in the United States, 1929-37, Table 2. 

® The estimate given in the source cited for the percentage of construction 
business done by corporations (36 per cent) was rejected as inaccurate. The 
figure here used is taken from National Resources Committee, The Structure 
of the American Economy , Pt. I, ( 1939 ) p. 375 . Reasons for rejecting the TNEC 
estimate are given in App. A. 

ever, still far outnumber corporations, and to the former must 
also be added partnerships and other forms of unincorporated 
enterprises. Even if we exclude farms and the professions, 
corporations probably do not account for more than a fifth to 
a fourth of the total number of business firms in the United 
States.* But practically all moderately large concerns take the 

* Accurate data on the total number of business firms in the United States 
are not available. A total of 478,857 active corporations filed income tax 
returns for 1936. Making a rough guess, I would place the total number 
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corporate form, and without exception all of our very largest 
private business undertakings are corporations. Thus while in 
a sense incorporation is not a typical characteristic of American 
business firms in general, incorporated enterprises own the 
bulk of business assets and handle the major part of the 
business done. In only a few fields, notably agriculture, does 
the corporation play a relatively minor role. 8 

THE IMPORTANCE OF THE LARGE CORPORATION 

There is no single answer to the question: How important 
is the large corporation? It depends on one’s interpretation 
of the words “large” and “important.” 4 We shall go only far 
enough in our statistical presentation to permit the reader to 
draw his own conclusions as to how important a segment of 
American business (important according to any one of several 
criteria) is controlled by corporations large enough to pre¬ 
sent the sort of leadership problems that we shall investigate 
in later chapters. 

The table on page 17 presents some of the material neces¬ 
sary for a study of corporate size. The percentages in this 
table indicate, for each major industrial grouping and for all 
groups combined, the distribution of the assets of corpora¬ 
tions submitting balance sheets with their tax returns in 1933 
according to size of company (in terms of total assets). 6 Thus, 

of business firms in the United States in 1936, excluding: agriculture and 
the professions, at something over 2 millions. For partial supporting evi¬ 
dence, see National Resources Committee, The Structure of the American 
Economy , Pt. 1 (1939), pp. 99, 384-855 U. S. Bureau of Internal Revenue, 
Statistics of Income , 1936, Pt. 2, p. 465 and TNEC Hearings, Pt. 1, p. 227. 

9 For further evidence on the prevalence of the corporate form, see 
Twentieth Century Fund, Big Business , Its Growth and Its Place ( 1937)1 
pp. 11-20, and L. S. Lyon and others, Government and Economic Life, 

Vol. 1 (1939), pp. 493-97- 

4 See, for example, the conflicting answers to this question cited by 
E. B. George, “How Big Is Big Business?” Dun's Review, March 1939- A 
good part of the literature on the subject is cited in this article-, other 
references will be found in the footnotes on later pages of the present chapter, 

“Although later information is available, data for 1933 had to be used. 
After that year, companies were not permitted to file consolidated returns, 
even though subsidiaries were wholly owned by the parent companies. (An 
exception was made for railroads. For companies filing on a fiscal year 
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referring to the column marked “all corporations,” we see 
that corporations with assets under $50,000 each in 1933 
owned only 1.4 per cent of the total assets reported by all 
corporations submitting balance sheets in that year. Companies 
with assets of 50 millions or more, on the other hand, owned 
53.3 per cent of the total assets reported by all companies. The 
other columns in the table, covering the major industrial 
groups, are to be interpreted in similar fashion. 6 

Not all corporations submitted balance sheets with their 
tax returns. Those which did not were mainly small concerns. 
An estimate was made of the probable assets of these firms 
and new percentages were computed to show the proportions 
which the assets of the “giant” corporations (assets of 50 
million dollars or more) bore to the assets of all corporations. 7 
These percentages are shown in parentheses, opposite the 
50-million size-group, in the table on p. 17. Since the assump¬ 
tion was made that corporations not filing balance sheets all 
had assets of less than 50 million dollars, the effect of the 
adjustment was to reduce slightly the figures for the per¬ 
centages of assets held by the largest corporations. 

It is clear that a substantial fraction of total corporate 
wealth has come under the control of a relatively few very 


basis, the prohibition became effective at the end of 1934.) As a result, 
figures for later years understate the fraction of all corporate assets held by 
the largest corporations. For example, the proportion of the total assets 
of all manufacturing corporations reported by concerns with assets of 50 
millions or more dropped from 46.2 per cent in 1932 and 45.8 per cent 
in 1933 to 37.3 per cent in 1934. This decline was largely attributable to 
the withdrawal of the privilege of filing consolidated returns. (See W. L. 
Crum, Corporate Size and Earning Power (1939), pp. 39-43, 152-53*) 
Some understatement of the assets of large firms is involved even for 1933 
and earlier years. Consolidation of subsidiaries was permitted only when 
95 P er cent ownership was involved j even in these cases consolidation was 
merely permitted, not made obligatoryj and in 1932 and 1933 a small 
penalty tax was imposed on companies filing consolidated returns. 

* The table on p. 17 gives the distribution of assets by size of company. 
Distribution of the number of corporations by size of company shows of 
course a much different picture. For example, the smallest companies (assets 
under $50,000) controlled only 1.4 per cent of total assets of all corpora¬ 
tions, but they accounted for 54.4 per cent of the total number of corpora¬ 
tions submitting balance sheets in 1933. See U. S. Bureau of Internal 
Revenue, Statistics of Income, 1933, pp. 166-67, 172-89. 

7 For the method of making this adjustment, see App. A. 
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large corporations. In 1933, 594 corporations each reported 
assets of 50 millions or morej of these, 375 were in non- 
financial fields. These 594 giants owned 53 per cent of the 
assets of all corporations, while the 375 non-financial giants 
held 56 per cent of the assets of all non-financial corporations. 8 
If we include 10-million dollar concerns in our concept of 
"large corporation,” some two thirds of the assets of all 
non-financial corporations belonged to the large companies. 
! The importance of the large corporation, however, varies 
tremendously among industries. The giant corporation is far 
more important in the field of transportation and other public 
utilities than in any of the other industrial groups. Since 
this field alone contributes something like a quarter of all 
corporate assets, the high degree of corporate concentration 
here strongly influences the over-all concentration ratios that 
we have cited. But this factor must not be overemphasized. 
In manufacturing, the 50-million dollar corporation accounted 
for about 45 per cent of the total corporate assets in that field, 
and the ratio is slightly larger in finance. The giant concern 
was also of considerable importance in mining and of moderate 
importance in trade. The 50-million dollar concern is prac¬ 
tically non-existent in agriculture and relatively unimportant in 
construction and the service industries. If we take 10 millions 
in assets as our criterion of "large,” from half to practically 
all of the corporate assets in manufacturing, mining, trans¬ 
portation and other public utilities, and finance were owned 
by large corporations j and a fifth to a third of total corporate 
assets in construction, trade, and service were controlled by 
corporations of at least this size.® While the tendency toward 


* If allowance is made for corporations not submitting balance sheets, the 
figures are 51 per cent and 54.5 per cent, respectively. See Twentieth Century 
Fund, Big Business , Its Growth and Its Place , Chap. 4, for an analysis of 
the 1933 Statistics of Income data similar to that presented here. 

’These percentages applying to particular industries must be interpreted 
with caution. A firm with activities in two or more fields is classed by the 
Treasury as belonging to the single industry in which the company is chiefly 
engaged. This crudeness in classification would be particularly important in 
the case of large corporations. The result may be either over- or understate¬ 
ment of the fraction of the total corporate assets engaged in a particular 
industry which is controlled by very large corporations. On the problems 
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bigness is by no means uniform, we can clearly conclude that 
a substantial fraction of corporate wealth—in some cases, 
the major part—has come under the control of a relatively 
few moderately large or very large corporations. 

In addition to total assets, other criteria may be used in 
measuring the importance of the large corporation. 10 In gen¬ 
eral, the proportion of corporate wealth in the hands of these 
giant firms tends to be somewhat larger than their proportion 
of the total receipts or sales of all corporations and larger also 
than their fraction of the total labor force employed by all 
corporations. 11 

In what lines of activity were these giant corporations en¬ 
gaged? Of the 594 corporations listed by Statistics of Income 
as reporting total assets of 50 millions or more, 219 were 
engaged in financial activities. The distribution of the remaining 
375 non-financial giants is indicated on page 20. 


involved in the industrial classification of the Statistics of Income data, see 
Crum, Corporate Size and Earning Power, pp. 34-39. 

10 Total assets include investments in the securities of other corporations 
and consequently involve some duplication. Approximate correction for this 
duplication can be made by subtracting the item “investments other than tax- 
exempt,” which is made up primarily of holdings of corporate securities, 
from total assets. After this adjustment, the largest size-group controlled 49.9 
per cent of the assets of all corporations, compared with about 53 per cent 
of total assets including intercorporate holdings. (Twentieth Century Fund, 
Big Business, Its Growth and Its Place , p. 63.) Although short-term inter¬ 
corporate loans are not included in “investments other than tax-exempt,” it is 
nevertheless undoubtedly true that this adjustment over-corrects for the dupli¬ 
cation involved in intercorporate investments. First, some non-corporate in¬ 
vestments are eliminated by this method. Second, though all intercorporate 
holdings should be eliminated from the total assets of all corporations, we 
should eliminate from the assets of the large companies only their holdings of 
each others* securities, not their investments in smaller companies (particularly 
if these investments are used to control other companies which have not been 
consolidated in the parent company’s balance sheet). 

If capital assets alone are taken as a criterion of importance, the propor¬ 
tion held by the 50-million dollar concerns rises to 55 per cent. (The same, 
pp. 65-66.) This figure in particular is dominated by the tremendous con¬ 
centration in the transportation and public utility field. This field accounted 
for nearly half of the capital assets of all corporations, and in it the pro¬ 
portion of such assets held by the giant concerns amounted to 83 per cent. 

u In 1933, the 375 giant non-financial corporations accounted for 31.8 
per cent of die total compiled receipts of all non-financial corporations, in¬ 
cluding those not submitting balance sheets. 

“See U. S. Bureau of Internal Revenue, Statistics of Income , 1933, pp. 
172-89. 
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Agriculture . i 

Mining and quarrying. 21 

Manufacturing 1 * .119 

Construction . 1 


Transportation and other pub¬ 


lic utilities.207 

Trade . 21 

Service . 5 


The great bulk of these large concerns is concentrated 
in transportation (that is, railroads), the non-transportation 
public utilities (gas, electric light and power, and communi¬ 
cations), and manufacturing. Thus, it is chiefly in these fields 
that the “problem of the large corporation” arises, although, 
as we have seen, the moderately large company (particularly 
the firm with assets of 10 millions or more) plays a not 
inconsiderable role in other fields also. 


THE 200 LARGEST NON-FINANCIAL CORPORATIONS 

The 375 giant non-financial firms actually represented a 
somewhat smaller number of independent corporate units. 
A recent investigation indicates that 102 should be considered 
subsidiaries of the other 273 corporations with assets of 50 
millions or more. 14 Other subsidiaries of these largest concerns 
are concealed in the smaller-size groups in the table on p. 17. 
Therefore the recent attempt of the National Resources 
Committee to evaluate the importance of the 200 largest non- 
financial corporations, after inclusion of all subsidiaries, com¬ 
mands particular attention. 15 

In the study of the National Resources Committee, an 

“Of these manufacturing concerns, 93 were concentrated in three fields: 
food, chemicals (including oil refining), and metals. The remaining 26 were 
fairly evenly distributed among the other manufacturing groups listed in 
Statistics of Income. See the 1933 volume, pp. 174-84. See also Twentieth 
Century Fund, Big Business y Its Growth and Its Place , p. 55. 

14 National Resources Committee, The Structure of the American Economy , 
Pt. 1, p. 104. 

“The same, Chap. 7 and Apps. 10-11. This work represents a continua¬ 
tion and improvement of the earlier analysis of the 200 largest non-financial 
corporations, applying to the year 1929, which was presented by Adolph A. 
Berle and Gardiner C. Means in The Modern Corporation and Private 
Property. The new analysis rests upon a special tabulation of the cor¬ 
poration tax returns for 1933. Access was had to the original returns, and 
hence it was possible to consolidate subsidiaries reporting on separate returns 
and to perform various computations which cannot be made from the pub¬ 
lished summaries in Statistics of Income. From this material the Committee 
compiled a list of the 200 largest non-financial concerns in 1933. 
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analysis was made of the assets and income-statement items of 
the 200 giants, and the totals were compared with the totals 
for all non-financial corporations to secure various concentra- 

Relative Importance of 200 Largest Non-Financial Corporations, 1933* 

Percentage of Assets or Receipts in Each Industrial 
Group Controlled by Largest Corporations 
in That Group b 

Assets or Receipts L j g 8 est La ^ est Largest . 26 

Non- Manu- Transpor- Public “n!? eS ” 

Financial facturing tation Utility Utner 

Corpora- Corpora- Corpora- Corpora- '-°fP ora - 

tions tions tions tions tions 


Total assets 0 . 57.0 45.5 92.6 82.3 15.5 

Total assets less taxable 

investments 4 . 54.8 40.5 92.5 83.0 15.0 

Capital assets plus in¬ 
ventories*. 59.7 42.4 92.3 84.0 16.7 

Capital assets*. 64.2 45.8 92.5 83.8 17.8 

Gross receipts from sales 

and services*. 29.9 33.8 71.1 85.7 9.5 


ft Taken from National Resources Committee, The Structure of the American 
Economy , Pt. I, App. n, Tables II and III. 

b That is, these percentages represent the proportion of the assets or receipts 
of all corporations in each industrial group which were controlled by those of the 
200 largest corporations which belonged to that group. Thus, in the list of 2 oo, 
there were 78 manufacturing companies, 48 transportation and 48 public utility 
corporations, and 26 companies in other fields. 

0 Involves some duplication. 

d Involves only minor duplication but includes intangible assets. 
e These percentages have been computed by the present writer from the ab¬ 
solute figures given in the source cited in footnote B . Capital assets include land, 
buildings, and equipment but exclude intangibles, and reserves for depreciation 
and depletion have been deducted. 

f See footnote * for meaning of capital assets. 

* Sum of gross sales where inventories are an income-determining factor and 
gross receipts from operations where inventories are not an income-determining 
factor. 

tion ratios or indexes of importance of the relatively few 
giant concerns. Some of the results are presented in the 
table above. 16 

16 A full explanation of the material and methods used is given in National 
Resources Committee The Structure of the American Economy , Pt. 1, App. 
11, and pp. 104-06. A similar analysis, also based on the original corpora¬ 
tion tax returns, was carried through for 1929. In general, the analysis for 
1929 confirmed the results previously obtained by Berle and Means. The 
study of the National Resources Committee, both for 1929 and 1933, repre¬ 
sents a considerable improvement over the earlier Berle and Means study. 
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If we take assets as our measure of concentration, the pro¬ 
portion of corporate wealth held by the 200 largest non- 
financial corporations in 1933 ranged from 54.8 per cent to 
64.2 per cent, depending on the particular asset figures used. 1 ’ 
On the other hand, gross receipts give us a much lower in¬ 
dex of concentration. Though the giant corporations con¬ 
trolled more than half of all non-financial corporate wealth, 
they accounted for only about 30 per cent of total gross re¬ 
ceipts. Even this, however, is not an insignificant fraction. 

Here again the over-all picture is strongly colored by the 
situation in the transportation and public utility industries. 
We can ignore the question, much debated by some writers, 
whether the high degree of concentration in public utilities 
and transportation does not stand on a peculiar footing— 
so that inclusion of these fields exaggerates the degree of 
control exercised by the giant concerns over the whole range 
of American industry. 18 From one point of view, this is 
certainly true, and we have indicated the relative importance 
of the large corporation in the other fields also. How “im¬ 
portant” the giant corporation is in any “over-all” sense the 
reader can judge for himself. Transportation and public 
utilities on the one hand, and manufacturing on the other, 
account for 75 to 80 per cent of total assets of all non-financial 


Better and more complete information was available. As a result, the com¬ 
parisons of the assets of the list of 200 with those of all corporations are 
based on much more comparable data than was true before, and additional 
types of comparisons can be made. In particular, the breakdown made by 
industrial groups enables us more precisely to evaluate the effect of the 
extreme concentration in the transportation and public utility industries on 
the over-all picture presented by all of the 200 largest concerns taken 
together. 

11 The word “controlled” rather than “owned” should be used in discuss¬ 
ing the assets of the 200 largest. Not all subsidiaries were wholly owned, but 
the total assets of such subsidiaries were included. Majority ownership of 
the voting stock by another corporation was the criterion used in determin¬ 
ing which companies were subsidiaries. 

1# See, for example, W. L. Crum, “On the Alleged Concentration of 
Economic Power,” American Economic Review, Vol. 24 (1934), pp. 69- 
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corporations. If we should confine our study of business 
leadership to concerns as large as the 200 giants studied by 
the National Resources Committee, the results of the analysis 
would be applicable to a type of business organization which 
clearly dominates the corporate picture in these highly im¬ 
portant fields. Even in other industries large corporations, 
though not necessarily in the giant class, play an important 
role. They present much the same leadership problems as 
the 200 largest corporations. The results of the analysis in 
subsequent chapters will have considerable relevance for some 
of these other industries also. 

It must be emphasized that we have been concerned here 
only with corforate wealth and activity, not with total 
business wealth and activity. As we have seen, by no means 
all business takes the corporate form. Thus though more 
than half of all corporate wealth may be controlled by our 
200 largest giants, certainly a considerably smaller fraction 
of total business wealth is so controlled. The report of the 
National Resources Committee previously cited suggests that 
the 200 largest non-financial corporations in 1933 controlled 
from 46 to 51 per cent of all industrial wealth (corporate 
and non-corporate but exclusive of agriculture). 1 * This indi¬ 
cates at least the order of magnitude involved. 

MANAGEMENT’S STAKE IN THE LARGE CORPORATION 

Part of the new setting for business leadership created by 
the large corporation arises out of the diffusion of corporate 
ownership which has taken place, and out of the consequent 
separation of management and active business leadership from 
ownership. To an increasing degree, business leaders of our 
largest corporations have ceased to be important owners of 
the firms whose activities they direct. How this separation 
affects the exercise of the leadership function will be discussed 
in later chapters. In the remainder of this chapter, we shall 

The Structure of the American Economy, Pt. i, pp. 105-06. 
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attempt to discover how far this separation of ownership and 
active leadership has gone. 20 

In another place, the writer has made a study of manage¬ 
ment stockholdings in one list of very large firms. 21 The 
sample studied included 155 companies, all those in Berle 
and Means 1 list of the 200 largest corporations in 1929 for 
which adequate stockholdings data were available for the 
year 1935. The results of that study indicated clearly that, 
for this group of companies, management typically owned 
but a very small fraction of the voting stock outstanding. The 
median percentage stockholding by total management in all 
155 companies was less than 2 per cent. 22 For the 84 in¬ 
dustrial companies in the sample, the typical (median) hold- 
ing by management was 3.6 per cent of the outstanding voting 
stock. The typical management holding among 35 public 
utilities was only 1.18 per cent and was as low as 0.58 per 
cent among the 36 railroads in the sample. These figures 
are averages of the holdings of total management, that is, of 
all officers and directors combined. The averages for the 
holdings of executives alone or for non-officer directors taken 
separately were naturally much smaller. 28 

*°We speak here of the separation of ownership and active leadership. 
Ordinarily the problem is stated in terms of a divorce between ownership and 
‘‘control.” This last word is badly overused, and it needs to be precisely 
defined to have significance in the present context. We are handicapped at 
this stage of the study by the fact that we have not yet considered in detail what 
groups in the corporation are likely to perform the leadership function. Our 
procedure in this section will be to study the ownership of officers and direc¬ 
tors and then to ascertain the extent to which non-management stockholdings 
are sufficiently concentrated to permit through ownership the wielding of 
considerable power and influence (control?) over management by an indi¬ 
vidual, group, or another corporation. 

** R. A. Gordon, “Ownership by Management and Control Groups in the 
Large Corporation,” Quarterly Journal of Economics, Vol. 52 (1938), 
pp. 367-79. The nature of the sample and data used are fully described in 
this article. 

” It was actually 1.74 per cent. That is, in half the companies management 
owned more and in half it owned less than this fraction of the outstanding 
voting stock. The arithmetic mean holding was 5.52 per cent. The median 
is a more reliable average than the arithmetic mean in this case, because the 
latter is given a strong upward bias by the existence of a few extreme items. 

" See the table in Gordon, Quarterly Journal of Economics, Vol. 52, p. 
37 *. 
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New and more reliable data, which have become available 
since this study was made, also emphasize the relatively small 
ownership by officers and directors in the very large firm. 
These data have been summarized in the table on page 27, 
which gives frequency distributions of the percentages of 
voting common stock outstanding held by officers, by non¬ 
officer directors, and by total management in 176 giant cor¬ 
porations at the end of September 1939. The 176 companies 
were selected from a list of the 200 largest non-financial 
corporations in 1937 compiled by the Securities and Exchange 
Commission for the Temporary National Economic Com¬ 
mittee. 24 Twenty-four companies were eliminated from the 
list because they were subsidiaries of other corporations. 25 The 
remaining 176 giants each had assets of at least 60 million 
dollars in 1937. They include such closely held firms as the 
Ford Motor Company as well as companies whose securities 
are widely distributed among the public. 26 The figures in the 
table give the number of companies in which officers, directors, 
and total management owned specified percentages of the 
voting common stock outstanding. 27 Thus, to illustrate, in 

21 See TNEC, The Distribution of Ownership in the 200 Largest Non- 
financial Corporations , Monograph No. 29, prepared for the Temporary Na¬ 
tional Economic Committee by the staff of the Securities and Exchange 
Commission. 

"The SEC included in its list of the 200 largest corporations any sub¬ 
sidiary of a company on the list, if the subsidiary had outstanding in the hands 
of the public, comihon and preferred stock (usually preferred) having a book 
value greater than the total assets of the smallest company included (about 
60 million dollars). (See TNEC Monograph No. 29, pp. 3, 345.) Use of 
this criterion led to the inclusion of 21 companies a majority of whose stock 
was held by another corporation and of three railroads which were leased 
to and completely controlled by other roads. This procedure gives a bias to 
figures on stockholdings for all 200 companies. The bias is not serious in the 
case of management holdings. However, it is substantial when we study 
the concentration of ownership in the hands of large stockholders. The nature 
of the SEC sample is analyzed further in App. B below, where this list of 
the 200 largest non-financial corporations is compared with one prepared by 
the National Resources Committee for 1935. 

*° In the earlier analysis of management holdings prepared by the writer, 
the data then available permitted a study only of companies whose stock was 
listed on a stock exchange. 

** It should be emphasized that the figures refer to voting common stock 
only. On the average, management’s percentage holdings of non-voting 
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66 industrial companies officers owned less than i per cent of 
the outstanding voting common $ in 29 companies, from 1 
to 5 per cent 5 and so on. 28 

In 63 of the 176 companies (36 per cent), total manage¬ 
ment owned less than 1 per cent of the voting common 
stock. Holdings were less than 5 per cent in 120 companies. 
In only 16 companies did management own as much as 20 
per cent. The median holding was 2.11 per cent. 29 Manage¬ 
ment owned considerably more voting stock in industrial 
companies than in the rails or utilities. Holdings of less 
than 1 per cent occurred relatively much more often among 
the public utility companies and the railroads than among the 
industrial companies. Of 36 management holdings of 10 per 
cent or more, 33 were in the industrial field. The median 
management holding for the industrial companies (3.49 per 
cent) was considerably larger than that for the public utilities 

common were greater than those of voting common stock*, but the 200 
companies in the original SEC list had outstanding only eight issues of non¬ 
voting, in contrast to 201 issues of voting, common stock. The market value 
of the non-voting common was only about 4.5 per cent of that of all com¬ 
mon stock outstanding. (TNEC Monograph No. 29, pp. 57, 359.) Com¬ 
putations which cannot be presented here indicate that the averages obtained 
for voting common only are not greatly different from those that would 
have been obtained for all voting stock (common and preferred) and are 
somewhat lower than those based on all common stock or on all stock (com¬ 
mon and preferred, voting and non-voting). In the writer’s earlier study, all 
voting stock (common and preferred) was included. 

* These data refer to beneficial ownership, including stock held indirectly 
through trusts, personal holding companies, and so on. Beneficial interest in 
an indirect holding was determined by the individual’s right to participate 
in the income from the holding. On the whole, the SEC seems to have been 
very conservative in allocating stock to particular individuals when doubt 
existed. For further details, see TNEC Monograph No. 29, pp. 65-67. 

*® Management holdings totaled 4.8 per cent of the market value of all the 
voting common stock outstanding for the 176 companies. The existence of 
some relatively large holdings makes this figure (which, in effect, is a 
weighted arithmetic mean) higher than the median. In the writer’s earlier 
study, the median management holding was found to be 1.74 per cent com¬ 
pared to a median of 2.11 per cent here. The difference, which is not large, 
is explained by the fact that the two studies do not make use of precisely the 
same basic material. The two lists of companies differ somewhat in composi¬ 
tion (relatively more industrials and fewer railroads are included in the SEC 
list) j the dates covered are nearly 4 years apart j and one study covered 
voting common only while the other included all voting issues. 



Distribution op 176 Large Corporations According to the Proportion of Voting Common Stock Owned by 
Management, by Industrial Classes, September 30, 1939* 
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The Distribution of Ownership in the 200 Largest Nonfinancial Corporations, pp. 379 ~ 53 *« The industry classification and the class 
intervals are approximately the same as those used in the writer’s earlier study of management holdings for a different group of 
companies; see Quarterly Journal of Economics , Vol. 52 (1938), p. 371^ In compiling the present table from TNEC Monograph No. 
29, data for 24 of the 200 companies listed were not used for reasons indicated on p. 25. See also App. B. 
b Calculated from the original arrays. 
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(0.52 per cent) or that for the railroads (0.38 per cent). 80 
The larger holdings among the industrials, however, are 
still but a very small fraction of the outstanding stock of the 
firms. In general, in all three fields, management ownership 
does not constitute even a substantial minority of the voting 
common stock issued by the giant concerns. 

The ownership of officers and directors taken separately is 
of course smaller than that of the entire management group. 
The very small holdings of the executive group are particu¬ 
larly to be noted. The median holding for officers was less 
than 1 per cent even among industrial companies. 81 Directors 1 
holdings, though small, were substantially larger than those 
of the executive group in each of the three industrial fields. 82 
In the case of both officers and non-officer directors, average 
holdings among the industrial companies were substantially 
larger than those among the public utilities and railroads. 

The particularly small ownership by management in public 
utility and railroad enterprises is not surprising. In both fields, 
there is less opportunity for entrepreneurial initiative than in 
most industrial companies 5 there has been a marked tendency 
toward professionalization of management; and participation 
of the public in ownership is widespread. Professionalization 
of management has gone further in the rails and utilities than 
among the large industrials, although it is becoming increas¬ 
ingly important in the latter, also. 

30 The corresponding medians for total management holdings in the writer’s 
earlier study were: industrials, 3.60 per cent* public utilities, 1.18 per cent* 
railroads, 0.58 per cent. 

“The median holding for industrial officers in the earlier study was 1.38 
per cent, compared to 0.81 per cent in the present case. 

“The median directors’ holding among industrial companies, 2.33 per 
cent, is substantially larger than that obtained in the earlier study (1.01 per 
cent). This is perhaps the most significant difference in the results of the two 
studies, which otherwise agree fairly closely. The fact that the later SEC 
data give a substantially higher figure for directors’ holdings in industrial 
companies may arise, at least in part, from the inclusion of a number of 
fairly closely held companies which were not covered in the writer’s earlier 
study. While the relative discrepancy in this case is substantial, even the later 
more comprehensive data give a median holding for directors of industrial 
companies of only 2.33 per cent. 
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The way in which widespread public ownership is related 
to the particularly small management holdings in the railroad 
and utility fields is rather complex. Intercorporate stock¬ 
holdings and the building up of loose “systems” are more 
prevalent among the rails and utilities than among the indus¬ 
trials} this intercorporate ownership reduces the amount of 
stock which can be held by the general public. On the other 
hand, the prevalence of intercorporate holdings among rails 
and utilities has led to considerable concentration of control 
in the hands of those directing the affairs of the stockholding 
companies} 33 the concentration of ownership in the hands of 
other corporations reduces the possibility that the manage¬ 
ments of particular utilities or railroads can become large 
stockholders} and the existence of this concentrated control 
and ownership in the hands of outside groups almost certainly 
lessens the desire of the managements of companies so owned 
and influenced to acquire stock in their own concerns. 34 
• As we should expect, the separation of management and 
ownership is more marked among very large corporations 
ithan among smaller concerns. In an earlier study of 107 small 
and large industrial companies, some having assets of as little 
as one million dollars, the median stock ownership for total 

3,1 The table on pp. 40-41 below, is illuminating in this connection. In only 
3 out of 93 manufacturing companies, in the list of 176 giants, does the SEC 
list the dominant stockholding group as being one or more other corpora¬ 
tions. In 8 out of 23 railroads, however, the dominant stockholding group 
is reported to be one or more other firms. The most striking situation occurs 
in the public utilities. (The SEC excluded communications and transit com¬ 
panies from this category in the tabulation on pp. 40-41.) Here the dominant 
stockholding group was one or more other corporations in 20 out of 32 cases. 
Of course, these extensive intercorporate holdings in the public utility field 
are in the process of being greatly diminished as the SEC carries out the 
"death sentence” provisions of the Public Utility Holding Company Act. 

** Certain other factors not mentioned in the text may tend to make 
management holdings in the industrial companies larger. Arrangements for 
the distribution of stock among officers (through the issuance of purchase 
warrants, bonuses in stock, and so on) are more common among industrial 
companies. The relative attractiveness of securities in the three fields as 
investment and speculative media is another point which should not be 
neglected. This factor by itself would probably tend to produce the smallest 
management holdings in the railroads, the largest in the industrials. 
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management (officers and directors together) was found to be 
8.1 per cent. 85 This compares with a median of 3.5 per cent 
for management stockholdings in the industrial companies 
included in the list of 176 giants. 36 The fact that the median 
in one case was more than twice that in the other is largely 
explained by the difference in average size of the companies 
in the two groups. In the sample of 107 large and small in¬ 
dustrials, management ownership averaged well above 10 per 
cent in companies with assets of less than 50 millions (around 
20 per cent for companies with assets under 10 millions). 
Management holdings fell below 10 per cent for companies 
with assets of more than 50 millions and below 5 per cent for 
companies with assets of 250 millions or more. 37 

OWNERSHIP BY “CONTROL” GROUPS 

Thus far we have been discussing only management stock¬ 
holdings. But what of the holdings of non-management 
groups, individuals or other corporations, which may exer¬ 
cise some part of the function of active leadership or other¬ 
wise influence management? 

Factual evidence on the diffusion or concentration of cor¬ 
porate ownership has been relatively scanty. Such evidence 
as was available until recently suggested that among very 
large firms the proportion of ownership represented by stock- 

M This study, also by the author, appeared in 1936. See “Stockholdings of 
Officers and Directors in American Industrial Corporations,” Quarterly 
Journal of Economics , Vol. 50 (1936), pp. 622-57. The 107 companies 
comprise a partly random, partly representative sample of industrial com¬ 
panies listed on the New York Stock Exchange in 1935. The date to which 
the stockholdings figures apply is July 1, 1935, and the management owner¬ 
ship figures refer only to common stock. 

And of 3.6 per cent in the writer’s other study of 155 giant corporations. 
These various percentages do not all refer to the same kinds of stock. The 
study of 107 industrials dealt wth voting common stock only, as do the SEC 
data analyzed earlier in this section. The writer’s study of 155 giants, how¬ 
ever, covered all voting stock. 

87 See Gordon, Quarterly Journal of Economics , Vol. 50 (1936), p. 638. 
For other data bearing on the inverse relationship between size of company 
and management’s proportionate stockholdings, see Gordon, Quarterly 
Journal of Economics , Vol. 52 (1938), pp. 377 - 79 , and TNEC Monograph 
No. 29, pp. 58, 363. 
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holdings large enough to give their owners a substantial 
measure of power over management was, on the average, 
fairly small. 38 A wealth of new information bearing on the 
concentration of ownership in the large corporation has 
recently been compiled by the SEC and made available in 
a TNEC monograph. 39 These data permit us, for the first 
time, to determine with some precision the magnitude of the 
largest holdings in each of a wide group of giant corpora¬ 
tions—the same companies for which management stock¬ 
holdings were analyzed in the preceding pages. 40 The new 
material suggests that the concentration of ownership in the 
giant corporation is somewhat greater than has been ordi¬ 
narily assumed. 

The table on page 32 indicates the extent to which owner¬ 
ship of the group of 176 giant concerns was concentrated in 
the hands of the 20 largest stockholders of record at about 
the end of 1937. 41 Only common stock is considered, 42 and 
the data refer to stock issues ratherjhan to companies. 43 The 

M Compare Berle and Means, The Modern Corf oration and Private 
Property , Bk. i, Chap. 55 Gordon, Quarterly Journal of Economics , Vol. 52 

(m*), pp. 390 ff- , . , . .. 

Monograph No. 29, which has already been extensively cited in earlier 
pages of this chapter. 

40 The beneficial holdings of the 20 largest stockholders in each of the 
200 largest corporations are listed in App. 10 of Monograph 29. The 
material presented there covers more than 800 pages. Summary tables based 
on this information are presented in App. 9 of the monograph, Chap. 5 of 
which summarizes and interprets the data. Chap. 6 and App. 11 present 
further valuable material on stockholding interest groups in the 200 largest 
corporations. 

While most of the stockholdings data refer to the end of 1937, some of 
the material collected by the SEC refers to later dates between 1938 and 
1940. See TNEC Monograph No. 29, pp. 51 and 70. 

43 Inclusion of preferred stocks would not have changed the results materi¬ 
ally. For all 200 companies covered by the SEC, the 20 largest holders 
owned about the same fractions of both preferred and common. In some of 
the industries, however, the fraction of preferred stock owned did differ 
substantially from that for common stock. See TNEC Monograph No. 29, 
pp. 70, 72, 73. 

49 To save time and expense, I have used, in this analysis of the 20 largest 
holdings, summary tabulations already prepared by the SEC and have not 
prepared new tables directly from the raw data for individual companies. 
Since the SEC tabulations are in terms of issues rather than companies, the 
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Distribution of 183 Common Stock Issues of 176 Large Corporations 
According to the Proportion of the Issue Owned by the 20 
Largest Record Stockholders, 1937-39* 


Percentage of 
Stock Outstanding 

Number of Issues 

Manu¬ 

facturing 

Rail¬ 

roads 

Electric, 
Gas, and 
Water 

Other 5 

All 

Com¬ 

panies 

0-5. 



mm 


19 

5-10. 





27 






36 

20-30. 




8 

30 

30-40. 

9 




20 

40-50. 



3 

1 

16 

50-60. 

4 

1 

5 

1 

11 

60-70. 

2 

1 

2 

1 

6 

70-80. 

2 


— 

— 

4 

80-90. 

1 


1 

2 

5 

90 and over... 

3 


3 1 

3 

9 

Total number of issues. 

98 

23 

33 1 

29 

183 

Median 0 (per cent).... 

18.52 

18.33 

33.75 

25.63 

23.17 


• Derived from TNEC Monograph No. 29, Table 97, pp. 609-10. The nature, 
method of treatment, and limitations of the data are described in the same, pp. 
93^97. The figures are the frequencies given in this source, corrected to exclude 
25 issues of the 24 companies which were considered to be subsidiaries of other 
companies. See p. 25, above. The data for the 25 issues excluded were secured 
from the information on individual companies in App. 10 of Monograph No. 29. 

Not included in the ownership of the 20 largest holders are the holdings of 
banks and brokers for the account of unidentified beneficiaries. The source cited 
gives the figures both inclusive and exclusive of such unidentified holdings. We 
nave used the data excluding them. The great majority of these holdings “re¬ 
flected the holdings of a fairly large number of clients of banks and brokerage 
houses, with most of the individual holdings of small or moderate size.” (The 
same, p. 72.) 

The stockholdings data for about three fourths of the companies are as of 
about the end of 1937; the remaining are for various dates between then and early 
in 1940. See the same, p. 51. ^ 

b Includes chiefly extractive, merchandising, amusement, and communica¬ 
tion companies. 

0 Medians were computed by the writer from the frequency series. 

table shows how the 183 common stocks of the 176 com¬ 
panies were distributed according to the proportion of each 
issue owned by the 20 largest stockholders of record—exdu- 


table presented here must necessarily take the same form. For the same 
reason, the industrial classification used in this and the next two tables differs 
from that used for management holdings. 
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sive, however, of banks and brokers holding stock for undis¬ 
closed beneficiaries. 44 

Referring to the last column of the table, we see that in 
only 19 cases did the 20 largest holders own as little as 5 
per cent of the outstanding common. Twenty holdings ac¬ 
counted for 20 per cent or more of the outstanding stock in 
101 cases, or more than half of the total number. In 35 
cases, as few as 20 holdings totaled an actual majority of the 
outstanding common. The median was 23.2 per cent; that 
is, in exactly half the issues the 20 largest holders owned at 
least this proportion. For all 183 issues, the 20 largest hold¬ 
ings added to 23.8 per cent of the market value of the out¬ 
standing common. 48 

The concentration of ownership was greatest among the 
public utilities (excluding communications and transit com¬ 
panies), and substantially less among the railroads and manu¬ 
facturing companies. The median percentage ownership of the 
20 largest holders was nearly 34 for the utilities and between 
15 and 20 for manufacturing and railroad companies. 46 

These figures suggest a fairly high degree of concentra¬ 
tion in the ownership of the very large corporation. But it does 
not necessarily follow that the entire ownership of the 20 
largest holders is associated with “control,” however this 
word is defined. We need further information before we 
can determine how much ownership is associated with active 
leadership or with control defined in some other way. Let 
us, therefore, ascertain something concerning the nature of 
the persons, firms, or institutions owning the 20 largest 

** It should be noted that several of the largest record holdings may belong 
to the same individual or group—and also that a given record holding, say 
that of a family holding company, may belong to two or more individuals. 

45 See pp. 34-35 below. 

48 The score of largest holders owned as much as 20 per cent of the out¬ 
standing common in 26 public utility issues (79 per cent of the total num¬ 
ber), in 45 manufacturing issues (46 per cent), and in 11 or 48 per cent 
of the railroad issues. For the miscellaneous group, in 19 cases (66 per cent) 
as much as 20 per cent was owned by the score of largest owners. 
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holdings in our 176 giants. The following table indicates 
what fractions of the total market value of the common stock 
issues of these companies were owned by various types of stock¬ 
holders represented among the 20 largest owners. 

Proportion of the Common Stock of 176 Large Corporations Owned 
Beneficially by Various Types of Holders Among the 20 
Largest Stockholders of Record, 1937-39* 


Percentages of Market Value of All 
Common Stock 


Type of Stockholder 

Manu¬ 

facturing 

Rail¬ 

roads 

Electric, 
Gas, and 
Water 

Other 

All 

Com¬ 

panies 

Individuals, personal holding com¬ 
panies, trusts, and estates b . 

Other corporations, non-financial 0 .. 
Insurance and investment compa¬ 
nies* 1 . 

17.7 

2.9 

3.1 

1.9 

12.7 

8.7 

4.3 

18.0 

5.7 

9.6 

0.9 

1.0 

14.2 

4.5 

3.2 

Banks and brokers as beneficial 
holders* 1 . 

0.2 


0.5 

0.0 

0.2 

Foundations, etc. 

1.2 

■wl 

1.2 

0.7 

1.1 

Miscellaneous®. 

0.8 

0.0 

0.4 

0.6 

0.7 


Total. 

25.8 

23.7 

30.0 

12.8 

23.8 


Banks, brokers, etc.—beneficiaries 
not disclosed. 

5.0 

5.8 

5.0 

H 

4.8 


Total, 20 largest record holders 

30.8 

29.5 

35.0 


28.6 


• Derived from TNEC Monograph No. 29, Table 93, p. 601. The nature, 
method of treatment, and limitations of the data are described in the same, 
pp. 93-97. The figures given in this source have been adjusted to exclude 25 
issues of 24 companies which were considered to be subsidiaries of other com¬ 
panies. See p. 25, above. The data for the 25 issues excluded were secured from 
information on individual companies in App. 10 of Monograph No. 29. 

The stockholdings data for about three fourths of the companies are as of 
about the end of 1937; the remaining are for various dates between the end of 
1937 and early 1940. Compare TNEC Monograph No. 29, p. 51. 

b In the original source percentages are given separately for three groups; 
individuals, personal.and family holding companies, and trusts and estates. 

•This is a combination of two classes in the original source: parent and 
subsidiary corporations, and other non-financial corporations. 

d This represents a combination of two separate classes as presented in the 
original source. 

• This group includes governmental agencies and employees* welfare and 
similar plans. 

For all 176 companies together, the 20 largest record 
holders owned 28.6 per cent of the market value of the out¬ 
standing common stock. However, nearly 5 per cent, about 
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one sixth of the total holdings, represented stock in the 
names of banks, brokers, and others which was being held 
for undisclosed beneficiaries whose number probably ran into 
the thousands. If we exclude these holdings, the fraction 
owned by the remaining 20 largest stockholders falls to 23.8 
per cent. 

For the entire group of companies, individuals and fami-J 
lies—either through direct ownership or indirectly via per¬ 
sonal and family holding companies, trusts, and estates— 
represented the most important type of stockholder. Total 
holdings of this group amounted to 14 per cent of the out¬ 
standing common. Other corporations owned 4.5 per cent, 
and insurance companies, investment trusts, and investment 
companies about 3 per cent. Holdings of the other groups 
were relatively small 5 the beneficial ownership of banks was 
negligible. 

The various types of companies present several interesting 
contrasts. Large holdings by individuals 47 are far more im¬ 
portant in the manufacturing field than among the other 
industrial groups. 48 About 18 per cent of the total value of 
the 98 manufacturing common stocks was owned directly or 
indirectly by individuals appearing in the list of 20 largest 
stockholders. Ownership by other corporations was apparently 
relatively small, on the average, among manufacturing com¬ 
panies. This is in contrast to the situation in the railroad and 
public utility industries, in both of which more than half the 
total identified holdings of the 20 largest owners belonged 
to other corporations, ordinarily to other companies in the 
same field. Between other corporations and insurance and 
investment companies, we can account for about 90 per cent 
of the 20 largest identified holdings in the case of the rail¬ 
roads and about 80 per cent in the case of the public utilities. 
In the miscellaneous group of companies, as in the manu- 

47 Including personal and family holding companies, trusts, and estates. 

48 The miscellaneous group conceals certain types of companies in which 
personal ownership is very important—for example, merchandising com¬ 
panies. See TNEC Monograph No. 29, p. 604. 
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facturing field, personal rather than corporate or institutional 
ownership accounts for the bulk of the 20 largest holdings, 4 ® 

We are now in a slightly better position to discuss the 
extent to which ownership has been dissociated from “con¬ 
trol.” For the present purpose we may define “control” not 
as active leadership but as possession of the fower to select 
or change management. 60 For ownership to carry this power, 
it must belong to a small compact group. For the control to 
be significant, the power should belong to a group capable 
:and willing to use it when it is in its interest to do so. In¬ 
surance and investment companies, foundations, and certain 
other types of institutions are frequently not in a position to 
exert much power through ownership. They may give their 
proxies to some other stockholding group, but in this case the 
“control” of the latter is not measured merely by its own 
ownership. The significant ownership, from the point of 
view of leadership and control, is that of the first two classes 
listed in the table on page 34—individuals (including per¬ 
sonal and family holding companies, trusts, and estates) and 
other non-financial corporations. These two types of holdings 
add to about 19 per cent of the total value of the common 
stock of the 176 companies. 

The holdings of other corporations, which loom so large 
in the railroad and utility fields, require careful interpreta¬ 
tion. The fact that 18 per cent of the common stock of the 
public utilities in our list of giant companies (13 per cent in 
the case of the railroads) is concentrated in the hands of a 

0 The miscellaneous group includes a hodge-podge of firms, chiefly extrac¬ 
tive, merchandising, communication, and service companies. The inclusion 
of American Telephone and Telegraph has an important effect on the aver¬ 
age percentage of stock owned by the 20 largest holders in this group. The 
percentage of A.T. and T. common owned by the 20 largest is relatively 
small, and, because of the great total value of the company’s stock, this small 
percentage reduces substantially the percentage for all companies in the 
miscellaneous group. 

B0 This is offered as a working definition by Berle and Means. See The 
Modem Corf oration and Private Proferty , pp. 69-70. The SEC, in TNEC 
Monograph No. 29, pp. 99-100, defines control as “the power of deter¬ 
mining the broad policies of guiding a corporation and not ... the actual 
influence on the day-to-day affairs of an enterprise.” 
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relatively few other corporations does imply a considerable 
degree of concentration of ownership. But in a very impor¬ 
tant sense, it is misleading to say that 18 per cent of the 
ownership of these companies is “associated with control.” 
Let us assume that ownership of, say, 15 per cent of the 
common stock of a company is enough to give “control” to 
a stockholding group, in this case another corporation. The 
stockholding corporation is itself controlled by some group 
of individuals (directly or through yet other corporations). 
If the group controlling the stockholding corporation owns, 
say, 20 per cent of the stock of the latter, that group’s pro¬ 
portionate ownership in the first company, 15 per cent of 
whose stock is held by the stockholding company, is only 
3 per cent (.20 x 15 per cent). In short, large-scale inter¬ 
corporate ownership is not an indication of an association of 
“control” and ownership—at least, ownership by those who 
do the controlling. It is rather a means of reducing the owner¬ 
ship needed for control by groups of individuals. 

We come then to the conclusion that the substantial owner¬ 
ship of the 20 largest stockholders of record (28.6 per cent 
for all 183 issues) is not a good index of the extent to which 
ownership is associated with “control.” The non-beneficial 
holdings of banks and brokers must be excluded. Further, 
some of the institutional owners included in the list of the 
20 largest are not in a position to exercise much “control.” 
Most important, the large corporate holdings, particularly in 
the public utility and railroad fields, are an inflated measure 
of the extent to which ownership is associated with “control.” 
The most significant figure for measuring the association of 
ownership and control is the proportionate ownership, direct 
and indirect, of individuals or groups of individuals. 51 

By this index, a significant degree of ownership is associated 

81 This is not to imply that only such holdings should be considered (al¬ 
though in this writer’s opinion, such a position is altogether tenable if indi¬ 
viduals’ holdings are made to include proportionate interests in all forms of 
indirect ownership). But they are more significant than the ownership of 
any other group or of any given number of largest stockholders (including 
institutional and corporate owners). 
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with control only in the manufacturing field and in the 
miscellaneous group. 62 In the manufacturing field, ownership 
by a relatively small group of very large individual stock¬ 
holders is both frequent and substantial. In certain other 
types of companies concealed in the miscellaneous group, 
particularly in the merchandising companies, it is also sub¬ 
stantial. In the railroad and public utility fields, however, 
ownership is not to any great degree associated with control 
by individuals, as distinct from control by other firms. 

Naturally not all of the 14 per cent owned by the largest 
individual stockholders belongs in every case to the “control¬ 
ling” stockholding group. An individual appearing in the 
list of 20 largest stockholders in a particular company may 
not belong to the family or group having the largest stock¬ 
holding. In some cases, the largest individual stockholders 
may be unrelated and may not form a “control group” at 
all. On the other hand, the legal ownership of the dominant 
stockholders may be reinforced by their ability to vote the 
stock of other holders—foundations, for example, or other 
individuals or banks. And some of the holdings of the domi¬ 
nant group may be concealed among the holdings not in¬ 
cluded in the list of the 20 largest—for example, smaller 
holdings of relatives and friends. 

The SEC, in the monograph which has supplied us with 
the data for the analysis of this section, has attempted to 
locate and to determine the ownership of the stockholding 
“control group” in each of these giant corporations. This 
type of analysis requires the use of more arbitrary judgment 
than was necessary in collecting the information we have 
thus far considered. It is by no means always clear whether 
particular stockholders belong to a given group. In the case 
of relatively small group holdings, say of less than 10 per 
cent, there is frequently doubt at to whether the stockholding 
group exercises enough influence for us to say that it wields 

“ If American Telephone and Telegraph is eliminated from the miscel¬ 
laneous group, ownership by individuals jumps from about 10 to approxi¬ 
mately 23 per cent. 
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any significant degree of “control.” The analysis of the SEC, 
however, clearly represents much the most reliable and com¬ 
prehensive information thus far available on the ownership 
of large stockholding groups. 

The results of this study for the 176 giants we have been 
considering are given in the table on pages 40-41 which classifies 
the companies according to the nature of the stockholding 
group and also according to the size of the group’s propor¬ 
tionate interest in the outstanding voting stock. 53 Thus, re¬ 
ferring to the first column of the table, there were 28 manu¬ 
facturing companies in which the dominant stockholding 
interest was a single family group; of these, 4 represented 
cases of majority ownership; and so on. As a further indi¬ 
cation of the relative importance of the various types of 
“ownership control,” we have indicated the fraction of the 
total assets of each industrial group belonging to the com¬ 
panies in all the types of control situation. 

Of the 176 companies, the SEC found that a dominant stock¬ 
holding group existed in 118, accounting for 56 per cent of 
total assets. 54 The interest groups consisted of one or more 
families in 77 companies, of a combination of families and 
other firms in 6 cases, and of one or more other firms in 35 
instances. Majority ownership existed in 20 companies; of 
these, 9 represented holdings by a single family group. The 
dominant stockholding interest owned as much as 30 per 
cent of the voting stock in 58 companies, but only 22 of 
these cases represented a single family group, while 23 be- 

63 The method used by the SEC in identifying 1 each stockholding “control 
group” is described in TNEC Monograph No. 29, pp. 99#. See also, pp. 
148 8IF., where the ownership-control situation in each company is briefly 
indicated. Whether a given stockholding group was identified as a control 
group depended primarily upon the size of its ownership but also, particu¬ 
larly in the case of the smaller minority holdings, on the distribution of the 
remaining voting stock and on the group’s representation in management 
(usually, apparently, on the board of directors). 

w The SEC actually dealt with 200 companies, 24 of which we have 
excluded. For the entire group of 200 companies, the SEC classed 139 as 
being under “ownership control.” See TNEC Monograph No. 29, pp, 
1486-87, also p. 104. 
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longed to one or more corporations and 12 to two or more 
family groups. 

Of the 118 cases in which “control” through ownership 
was supposed to exist according to the data compiled by the 
SEC, more than half (60 in all) represented minority in¬ 
terests of less than 30 per cent. In 33 of these, the owner¬ 
ship was divided among two or more families or corpora¬ 
tions. In other words, only 27 of the 60 holdings of less 
than 30 per cent belonged to a single family or corporation. 
Thirteen of the 60 companies represented holdings of less 
than 10 per cent; of these 13 holdings, 5 were divided 
among two or more families. 

The SEC has interpreted the findings to mean that “con¬ 
trol” through ownership (usually minority) is the typical 
situation in the giant corporation. 05 Even if we define “con¬ 
trol” in a passive sense to mean the possession of the fower 
to select management, not the exercise of active leadership, 
the interpretation is open to considerable question. 50 A num¬ 
ber of the SEC’s cases of “ownership control” represent own¬ 
ership by another corporation—but control by some group of 
individuals who in turn “control” the latter, not necessarily 
through ownership. Of the cases of “ownership control” by 
family groups, a large number (34 out of 77) represent the 
combined holdings of two, three, or even more families. And 
nearly two thirds of the combined multi-family holdings 
total less than 30 per cent of the voting stock. 57 

“Thus: “In about 140 of the 200 corporations the blocks in the hands of 
one interest group were large enough to justify, together with other indica¬ 
tions such as representation in the management, the classification of these 
companies as more or less definitely under ownership control.” (TNEC 
Monograph No. 29, p. 104.) Control is defined as “the power of determin¬ 
ing the broad policies guiding a corporation.” The same, p. 99. 

M It is even more open to question if we use the SEC’s definition of control 
cited in the preceding footnote. 

87 Apparently in the majority of the cases of alleged multi-family owner¬ 
ship control with a stock interest of 30 per cent or less, at least 3 families 
were involved. Some of these (even when only two families were involved) 
are clear cases of “management control” as that phrase is ordinarily under¬ 
stood. For example, the Chrysler Corporation is listed as an example of multi¬ 
family ownership control (less than 10 per cent). The Bache family and 
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1 All of these instances indicate a high degree of concentra¬ 
tion of ownership. But how many of them represent cases in 
which a single compact and unified group exercises “control” 
through the mere fact of its ownership? I should venture to 
say that probably in less than a third of the 176 companies 
does a small, compact group of individuals exercise “con¬ 
trol” (actually possess the power to change the management) 
by virtue of the size of its own stockholdings. And the num¬ 
ber of companies in which any large degree of active leader¬ 
ship is associated with considerable ownership is certainly 
even smaller. 

While we may seriously question whether control through 
ownership is as prevalent as the SEC implied, it is clear that 
substantial minority holdings do exist in many of the com¬ 
panies—in somewhat more cases, probably, than has gen¬ 
erally been assumed. 58 


W. P. Chrysler together owned only 3 or 4 per cent of the voting stock. 
Chrysler was then chairman of the board, and J. S. Bache was a director. 
“Control” was thus centered in the ownership interest. (See TNEC Mono¬ 
graph No. 29, p. 1496). This may be an extreme example of the SEC’s 
method of treatment, but it does raise important questions concerning inter¬ 
pretation of its findings. 

“Berle and Means classed 34 per cent of their 200 corporations as being 
controlled through ownership. ( The Modern Corporation and Private Prof - 
erty> pp. 94, 115.) One important reason for the large difference between 
their findings and those of SEC lies in the contrasting treatment of inter¬ 
corporate ownership. The SEC considered companies whose stock was held 
by another corporation as examples of ownership control. Berle and Means 
classified them according to the type of control situation existing in the 
stockholding company. Most such cases were considered as representing 
ultimate control either by management or through a legal device (pyramid¬ 
ing). Seventy-three companies were classed as under “immediate control” 
through minority ownership but only 46^2 (some companies were classed 
according to two types of control situations) were considered to be ultimately 
controlled in this way. Sixty-five companies were classed as under immediate 
management control, 88 Y2 under ultimate management control. The figures 
for control through legal device were: 21 for immediate control, 41 for 
ultimate control. (See the same, pp. 93-94, 115-16.) It is the figures on 
“ultimate control” that Berle and Means emphasized and which have been 
so widely cited. 

If we take, in the SEC classification, the 35 companies in which a single 
family owned 10 per cent or more and the 12 firms in which two or more 
families owned as much as 30 per cent, we have 47 companies or only 27 per 
cent of the total. If we add the 17 cases of alleged multi-family control 
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We come now to the final and most important point in 
the analysis of the relations between ownership and “con¬ 
trol.” Even if we grant that in as many as 118 of the 176 
companies a “control” group exists by virtue of substantial 
ownership, what does the control exercised by these groups 
mean? About this our tables tell us nothing. In most of the 
118 cases the presumption is that, were a dispute with man¬ 
agement to arise, the “controlling” group would possess the 
power to choose a new board of directors. This is merely a 
presumption. In some companies with strongly entrenched 
managements, it is doubtful whether the minority group, 
despite substantial ownership, actually has this power. More 
important, possession of this power does not necessarily mean 
that the stockholding group really selects either directors 
or executives or that it participates to any significant degree 
in the making of major decisions. Active leadership does not 
necessarily go with substantial ownership. “Control” in any¬ 
thing but a passive sense is not a function of the degree of 
ownership. How much active control or leadership any of 
the ownership groups actually exercise depends on a va¬ 
riety of circumstances and can be ascertained only by a 
careful analysis of the facts in each particular case. Such an 
analysis is attempted in Chapter VIII. 8 * 


with 10-30 per cent ownership, we have 64 cases or 36 per cent. All 77 cases 
of single- or multiple-family control, including those with less than 10 per 
cent ownership, amount to about 44 per cent of the total number. Berle and 
Means classed 34 per cent of their companies as being under control through 
majority or minority ownership. 

® It is unfortunate that the SEC was not more cautious and discriminating 
in interpreting the great mass of extremely useful data which it published 
in TNEC Monograph No. 29. In its present form, the SEC material is 
strewn with pitfalls for the unwary. For example, one very competent 
economist has recently accepted without question the SEC’s statement that 
“about 140 of the 200 corporations” (including the 24 subsidiaries we have 
excluded) were “more or less definitely under ownership control.” (See P. 
M. Sweezy, “The Illusion of the ‘Managerial Revolution,* ” Science and 
Society , Vol. 6 (1942), p. 5.) Our own investigation suggests that careful 
analysis of the SEC data does not support such a sweeping conclusion. The 
same writer also quotes approvingly the statement from Fortune , anent the 
SEC findings, that “it is clear that the idea of absentee ownership as usually 
interpreted is largely a fiction.” (The same, p. 6.) We might add that, while 
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We conclude, then, that though substantial minority in¬ 
terests exist in a large number of the giant companies, the 
degree of ownership associated with control, even in a passive 
sense, is not as great as the SEC data suggest at first glance. 
Probably no more than a fifth, perhaps less, of the stock of 
the giant concerns is owned by those in a position to exercise 
a strong influence on management. Most important, how¬ 
ever prevalent may be substantial minority holdings, the 
mere existence and size of these holdings tell us little or 
nothing concerning the extent to which stockholding groups 
actually participate in the function of business leadership. It 
is practically certain that those actively engaged in exercising 
the leadership function do not own, on the average, more 
than a small minority of the stock of the large corporations 
with which we are concerned. As we shall see in later chap¬ 
ters, corporation executives are today primarily responsible 
for the exercise of business leadership in the large corporation. 
To the extent that this is true, there can be no doubt that 
leadership and ownership are very largely in different hands. 

it is true that the diffusion of corporate ownership has probably not pro¬ 
ceeded as far as is generally assumed, the SEC data themselves indicate that 
some 75 per cent of the common stock of the 176 giants is owned by others 
than the 20 largest stockholders (see the table on p. 34 above)—and we 
have indicated that by no means all of the remaining 25 per cent can be 
considered ownership that is associated with “control,” in either an active 
or a passive sense. 



CHAPTER III 

BUSINESS LEADERSHIP IN PRACTICE 

In Chapter I we described the function of business leader¬ 
ship in the abstract. That generalized description, however, 
is but a small first step in determining how the leadership 
function is actually performed amid the complexities that 
characterize modern business organization and practice. Even 
in the simplest type of business enterprise managed by an 
owner-entrepreneur, there is some question as to precisely 
what decisions and activities should be included in our con¬ 
cept of the leadership function and which excluded. The dif¬ 
ficulties of analysis are far greater in the case of the large 
corporation. Here we run into a complicated diffusion of 
authority and responsibility within the enterprise. Stock¬ 
holders, directors, and a hierarchy of executives are all in a 
position to share, in one way or another, in the exercise of 
business leadership. Where within these groups are we to find 
the real leaders in large-scale enterprise? The situation 
is worse confounded by the tangle of pulls and pressures 
exerted by groups outside the firm—bankers, organized 
labor, government, and so on. Is the power, influence, or 
“control” of these groups to be included in our concept of 
business leadership? 

It is clear that we need to give greater concreteness to our 
concept of the leadership function before attempting to dis¬ 
cover how and by whom business leadership is actually per¬ 
formed in the large corporation. 

DIFFUSION OF AUTHORITY AND DECISION-MAKING 
IN THE LARGE CORPORATION 

In the relatively small individual proprietorship, the owner- 
manager is clearly the business leader. He is the one whose 
decisions determine directly the course of his firm’s operations, 
and his active leadership and the risk-taking inherent in 
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owning a business were the two standard elements tradi¬ 
tionally attributed by economists to the entrepreneur. In the 
large corporation, however, these two elements have to be 
separated. Positive leadership is not generally performed by 
those who, through ownership, risk their property and re¬ 
ceive profits. The situation is made even more complex by 
the fact that the leadership elements have become diffused 
among a hierarchy of salaried executives, directors, stock¬ 
holders, and sometimes one or more outside groups. 

Business leadership must be exercised in an economic sys¬ 
tem characterized by large corporate units as well as in a 
system in which small-scale business predominates. The fact 
that the legal owners (that is, holders of stock) have to a 
very large degree been eliminated from active leadership 
does not in any way obviate the necessity for the performance 
of the leadership function. In fact, the need for the func¬ 
tion becomes greater the larger enterprises become. It is 
true, however, that when we attempt to apply the concept of 
business leadership to the large corporation, we encounter 
serious complications, and a concept that seemed clear-cut be¬ 
comes vague and difficult of application. The chief problem 
arises from the fact that authority and responsibility in the 
large firm are divided among different men, and in a num¬ 
ber of different ways. 

In the large corporation, the following groups may par¬ 
ticipate, in varying ways, in business leadership: 

i. Stockholders, who are nominally responsible for se¬ 
lecting directors, but who in practice may have no influence 
either in choosing them or in making any other important 
business decisions. 

I 2. Various outside groups—bondholders, bankers, and so 
on—whose power may be great enough to give them a voice 
in selecting directors or otherwise influencing those responsible 
for decision-making. 

I 3. The board of directors, which may be entirely passive, 
•may select executives but otherwise make no decisions and 
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exercise no real veto power, or may regularly share with 
executives in making important decisions. 

4. The top executives, who are chiefly responsible for the 
formulation of the more important decisions, the choice of 
subordinates, and the creation and maintenance of an adequate 
organization. 

5. Minor executives, who administer the broad policies 
laid down at the top and, as a part of such administration, 
formulate decisions of a scope narrower than those handed 
down to them by the top executives. 

Thus the function of business leadership becomes divided 
through a process of vertical division that we call “delega¬ 
tion.” The process is further complicated by the horizontal 
division which takes place. On the same plane of authority 
the making of decisions may be shared by two or more per¬ 
sons, acting either as a group or in their individual capacities. 
For example, whatever decisions are made by the board of 
directors are likely to be made by two or more men, though 
not necessarily by the board as a whole. Further, though one 
executive may be formally the chief operating officer, major 
policies may actually be formulated jointly by himself and one 
or more other executives of prominence in the company. 
Similarly, many operating policies in large concerns are for¬ 
mulated today by committees rather than by single individ¬ 
uals. This horizontal division occurs again when policy for¬ 
mation is specialized at a given level of authority. Thus the 
president may make the important operating decisions $ a 
committee of the board or the chairman of the finance com¬ 
mittee may have control over major financial decisions. 
Neither can be considered subordinate to the other, though 
the board may view the financial decisions as being of greater 
importance than those affecting production or sales. At a lower 
level of authority we have “vice presidents in charge of” 
anything from production to public relations. 

This complicated situation has been the despair of those 
economists who have considered at all the problem of leader- 
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ship in the large corporation. There is no general agreement 
as to how the function of business leadership should be de-« 
fined or as to who performs this function in the large corpora-' 
tion. 1 We shall not concern ourselves with the problem of 
which words should be applied to which concepts. The in¬ 
disputable fact is that business is still being led and controlled 
and that the co-ordination of production toward desired ends 
is still taking place. If business leadership has disappeared asf 
a single unified function, we must nonetheless discover how: 
the necessary business decisions are made in this complex 
situation. 2 

Our key to handling this problem will be to find out who 
in fact make the various decisions and policies which we 
include in the leadership function. We shall consider the 
men actually making these decisions as exercising some part 
of business leadership—regardless of whether higher up in the 
hierarchy of nominal authority there is some one else who 
could hire or fire this person or could make these decisions him- 
jself if he so chose. Business leadership consists, then, at least in 
ipart, of actually making certain broad decisions which deter- 
•mine the general nature of the firm’s activities. 

J By “making decisions” we mean both initiation and af- 

1 Economists have two problems in mind here: (i) risk-taking- has been 
separated from leadership and ( 2 ) leadership itself has been divided. We are 
concerned here only with the second point. 

* The “disintegration of the entrepreneurial function” caused by the dele¬ 
gation and diffusion of responsibility in the large firm has led some econo¬ 
mists to treat the corporation as an “impersonalized” undertaking which in 
many respects runs itself. The corporation as an organization, it is said, has 
succeeded the old-fashioned entrepreneur. Thus A. R. Burns refers to “the 
contemporary practice of regarding the corporation as a not too seriously 
modified kind of entrepreneur.” “The Organization of Industry and the 
Theory of Prices,” Journal of Political Economy , Vol. 45 ( 1937 ), p. 666. 

This point of view does not take us very far in attempting to evaluate 
the impact of new forms of leadership on the economic system. Until human 
activities settle down into a rigid and perfectly predictable pattern, active 
leadership will continue to be necessary in the large as well as in the small 
firm j and there will need to be individuals to provide this leadership. Leader¬ 
ship may be provided by a group rather than one individual and may be 
shared among a number of persons in many different ways. But this does not 
mean that the function of business leadership has disappeared. It has merely 
taken new forms. 
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■proval. The man who sees the need for action and formu¬ 
lates a plan participates in decision-making as well as the one 
who approves and perhaps modifies the plan. It is true that 
many decisions may be initiated at a low level of authority. 
It is true also that discriminating approval of decisions from 
below by those at higher levels of authority involves a more 
responsible type of leadership than does mere initiation. A 
good case could be made for restricting our attention to 
active approval and for considering initiation as part of the 
decision-making process only in so far as the initiator has 
the power to approve his own decisions. Our reasons for in¬ 
cluding initiation are two-fold. First, we want to examine the 
entire process of decision-making in the large corporation, to 
see where decisions originate as well as where they are ap¬ 
proved. Second, the larger the firm becomes, the greater the 
responsibility placed on those who initiate decisions and the 
more routine becomes the approval of those in higher au¬ 
thority. 

I In so far as business leadership means decision-making, 
ithen, it encompasses both initiation and approval. For us the 
point to be stressed is not whether initiation is or is not to be 
included. The important point is that we do not include the 
mere power to approve as part of the active leadership func¬ 
tion. If the power to approve is not actively exercised, we 
do not consider that the person possessing that power par¬ 
ticipates in the leadership function. If the board of directors 
must approve dividend decisions but always and automatically 
follows the president’s recommendations, we consider that 
the president, not the board, has exercised the final approval 
function. Possession of power alone does not constitute business 
leadership. 

\ Naturally, we do not want to include in our concept of 
, leadership any and all decision-making—that of the foreman as 
iwell as of the chief executive or of the board of directors. 
The most important decisions establish broad objectives for 
the business as a whole. From this highest level, decisions can 
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be ranged in a (very gradually) descending order of impor¬ 
tance. We may speak of decisions being of high or low degree. 
Those of lower degree implement, or aid in administering, 
decisions of higher degree. 

The decisions of the highest degree—those establishing 
broad objectives for the firm—are not the only ones which 
substantially affect the enterprise as a whole. Other decisions, 
lower in the scale but nonetheless important, affect the firm’s 
activities to a significant extent and help to determine how the 
composite of economic resources controlled by the firm is to 
be directed toward productive ends. The making of such 
decisions should be included in the leadership function. 

If we are interested in the functioning of the economic 
system, it is important that we know who in a particular 
firm determines the level of output, sets prices, decides when, 
to what extent, and on what terms new investment is to take 
place, and makes the other decisions upon which the allocation 
of resources and the volume of employment and output in 
the economic system depend. Our generalized definition of 
economic or business leadership requires that we include 
such decisions in the leadership function, regardless of 
whether the making of them represents merely delegated 
responsibility aimed at implementing higher-ranking de¬ 
cisions expressing broader aims or objectives. 

These criteria are not as precise as we should like, but 
they provide working tools with which to examine the proc¬ 
ess of decision-making in the large firm. A fairly complete 
list of the kinds of decisions that we include in the leader¬ 
ship function is given in the next section of this chapter. 

We have avoided the use of the word “policy” in this dis¬ 
cussion of decision-making. Policy is a highly ambiguous term, 
meaning different things to different men. 8 To some, policies 
are what, in the preceding paragraphs, we called decisions of 
the highest degree, setting forth the aims and objectives of 

* See, for example, C. I. Barnard, “Comments on the Job of the Execu¬ 
tive,” Harvard Business Review % Vol. 18 (1940), p. 296. 
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an organization. 4 To others, policies include also some lower- 
ranking decisions provided they set a guide or criterion for 
meeting future situations. 8 In the latter sense, policies are of 
varying degrees, the lower ones providing guides to action as 
a means of implementing the higher or broader policies. 6 As 
most commonly used by businessmen themselves, policy seems 
to mean any important decision, whether or not it sets a prece¬ 
dent or furnishes a guide for the future. 7 In view of these 
various meanings, it seems wise not to attempt to couch our 
definition of the leadership function in terms of “policy¬ 
making.” When we use the term policy at all, we shall mean 
any decision which has a time dimension, that sets up a guide 
or criterion for future action. Whether particular policies in 
this sense are leadership decisions depends on the criteria of 
Importance mentioned in earlier paragraphs. 

; Business leadership includes not only making important de¬ 
cisions of the sort described but also the choice of men who 
make and administer these decisions. Whenever the choice of 


any executive represents a decision which is capable of influ¬ 
encing to an important degree the activities of the firm as a 
whole, this act of selection should be included as part of the 
leadership function. 

We come now to the final and perhaps most important ele¬ 
ment to be included in our concept of business leadership: co- 
| ordination, or the creation and maintenance of organization. 

4 See, for example, Oliver Sheldon, “Policy and Policy-Making,” Harvard 
Business Review, Vol. 4 (1925), pp. 1-6. 

“Thus: “A business policy ... is a general rule of action which is de¬ 
veloped . . . for guiding members of an organization in deciding specific 
questions within the range of the policy as they arise under changing condi¬ 
tions.” M. T. Copeland, “The Job of an Executive,” Harvard Business 
Review, Vol. 18 (1940), p. 155. See also Paul E. Holden and others, Tof- 
Management Organization and Control , p. 79. 

4 One corollary of this is that there is no very clear line between “policy¬ 
making” and “policy execution.” This is true of both governmental and 
business policies. See C. J. Friedrich, “Public Policy and the Nature of 
Administrative Responsibility,” in C. J. Friedrich and E. S. Mason, editors, 
Public Policy (1940), pp. 5-7. 

T Yet another concept of “policy” is that associated with the use of the 
phrase “price policy.” See E. G. Nourae, “The Meaning of ‘Price Policy,* ” 
Quarterly Journal of Economics, Vol. 55 (1941), pp. 17^*09. 
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Co-ordination includes some decision-making: establishing 
broad objectives, initiating and approving changes in key 
personnel and in management organization, approving deci¬ 
sions on various matters in terms of the approver’s interpre¬ 
tation of broad objectives, approving decisions on specific 
matters to avoid conflicts with other decisions. It also includes 
two other elements: the exercise of personal leadership and 
the mere possession of authority. The latter gives cohesion 
to and maintains organization, but it does not involve any 
particular form of action. 

Co-ordination as a part of leadership exists wherever there 
is organization. The foreman, the mill superintendent, the 
sales manager, and many others in any large firm exercise a 
co-ordinating function. The co-ordination that is to be empha¬ 
sized in a study of business leadership is the residual co¬ 
ordination that applies to the enterprise as a whole and must 
therefore be exercised at the apex of the organizational pyra- 
Imid. By its very nature, this is not a function which can bel 
'delegated in the way that making specific decisions can be.I 
Two or more men at the top may act as a group, but there 
must be some one co-ordinating authority (an individual or 
a small group). 

In general, then, business leadership in the large firm in- 
> eludes initiation and approval of decisions affecting impor¬ 
tant economic variables which have a strong impact on the 
‘firm’s activities (including choice of the men who make these 
.'decisions) and co-ordination or the creation and maintenance of 
^organization. How much of what we have here called business 
leadership would be included in the usual definitions of “man¬ 
agement” or “administration” or in many economists’ defini¬ 
tions of the “entrepreneurial function” must be left for the 
reader to decide. 

BUSINESS LEADERSHIP IN TERMS OF CONCRETE DECISIONS 

Perhaps the preceding discussion can be made more con¬ 
crete by mentioning the more important types of business 
decisions, the making of which should be included in the 



54 


LEADERSHIP IN THE LARGE CORPORATION 


leadership function. The following list is not complete but 
probably includes most of those types of decisions which are 
significant from our point of view. The list is in three parts, 
^corresponding to the three stages in the life of the firm. 
These stages are (i) promotion and initial organization, (2) 
/'existence as a going concern, and (3) reorganization or liqui¬ 
dation. 

I. Promotion and initial organization 

A. Determination of main objectives 

B. Setting up initial organization, involving: 

1. Decisions as to size, legal organization, financial 
structure, internal organization, specific products 
to be produced and methods of producing and 
distributing them, and so on 

2. Choice of key personnel 

C. Negotiation for the hire of the factors of production, 

particularly capital 

II. Existence as a going concern 

A. Maintenance of organization through personal lead¬ 
ership and continuous exercise of authority 

B. Determination of the more important decisions re¬ 
lating to: 

1. Volume of output and control of production 

2. Prices 

3. Marketing (sales organization and methods, ad¬ 
vertising, purchasing, and so on) 

4. Wages and other labor problems 

5. Financial problems, such as changes in capital 
structure, maintenance of working capital, secur¬ 
ing new funds, and so on 

6. Changes in the size of the firm (expansion or 
contraction) 

7. Changes in the location of the firm or of im¬ 
portant branches 

8. Changes in internal organization and procedures 

9. Changes in products and in (technical) methods 
of production 
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10. Relations of the firm with outside groups, either 
with specific groups, such as consumers, bankers, 
or government, or with the public in general 
(that is, “public relations”) 

11. Distribution of profits 

C. Choice of the men who will make the above decisions 
and also of those primarily responsible for directing 
the execution of them 
III. Reorganization or liquidation 

A. Reorganization 8 

1. Decision to reorganize 

2 . Determination, for the transition from the old 
to the reorganized firm, of the matters listed 
under I 

B. Liquidation 

1. Decision to liquidate 

2 . Deciding the terms for the liquidation, primarily 
with respect to the distribution of assets 

While this list is not complete, it should prove useful as 
a guide in the analysis of later chapters, in which we shall 
attempt to discover how and by whom, in large corporate or¬ 
ganizations, these decisions are made. 

The many functions listed may be performed by men 
at different levels of authority in the usual organization 
chart. Thus the chief executive officers (president or chair¬ 
man of the board) may be responsible for the maintenance of 
organization and for financial policy j a vice president may 
make all important price or production decisions. Or a chief 
executive may share with one or more subordinates (for 
example, through committees) the making of various types 
of policies. Likewise, these fields of decision-making overlap. 
Thus decisions concerning expansion cannot be separated 
from the financial problem, which is also related, for example, 
to dividend policy. Price decisions are related to output and 
marketing decisions, and so on. 

8 Merger of a given firm with others can also be included under this head¬ 
ing by a slight elaboration of the outline. 
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This suggests that business leadership represents, as has 
already been pointed out, a good deal more than the making 
of decisions or policies on specific matters. Organizing the 
procedures of decision-making and co-ordinating the activities 
of separate decision-makers with reference to a common aim 
are even more important. In a sense, this job of organiza¬ 
tion and co-ordination (included in II-A, II-B-8, and II-C 
on our list and more generally encompassing a general super¬ 
vision and final approval over all types of decisions) repre¬ 
sents the very heart of the leadership function. The larger 
the firm and the more specialized and differentiated the 
kinds of decision-making, the more important becomes the 
co-ordinating aspect of the function of business leadership. 

BUSINESS LEADERSHIP AND “CONTROL” BY 
INTEREST GROUPS 

Every enterprise has to deal with a variety of "outside” 
interest groups. These outside groups may (and frequently 
do) seek to influence those directly responsible for business 
leadership in order to protect their own interests. When any 
of these groups—stockholders, bankers, competitors, and so 
on—are strong enough to influence directly those immediately 
responsible for policy, it is frequently said that they exercise 
some form of "control.” It is in this connection that such 
phrases as "financial control,” "ultimate control,” "control 
by minority groups,” and similar expressions are used. What 
relation does such control bear to the concept of active busi¬ 
ness leadership which we have developed in this chapter? 

"Outsiders”—such as a banking group or a united mi¬ 
nority stockholder interest—can acquire a great deal of 
power and be in a position to exert a very strong influence 
on those directly responsible for decision-making in any firm. 
While such groups possess power, however, they may or may 
not exercise some part of the leadership function. Power 
represents the ability to do something, not the actual doing. 
jPThus a powerful interest group may be entirely passive, or 
may attempt actively to influence policy only on particular 
occasions. Ordinarily, the "control” of a strong interest group 
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resolves itself into two elements: (i) the ability to take 
effective action if at any time it thinks its interests are ad¬ 
versely affected, and (2) forming a part of the environment 
of which those actively responsible for policy must continually 
take cognizance. Neither of these elements by itself (nor the 
conjunction of the two) constitutes active leadership. As for 
the influence exerted by strong interest groups (the second 
element), this is a part of the environment within which the 
business leader operates, but it is not the decision-making and 
co-ordination which constitute the leadership function. True, 
the “influence” over the decision-maker shades imperceptibly 
into real participation in decision-making. But the two concepts 
—influence and active leadership—should be kept distinct. 

The nature of the interest groups connected with the large 
corporation will be discussed in Chapter VII, and we shall 
examine at that point the conditions under which they often 
can acquire a substantial degree of power over the firm. For 
our present purpose, the important point is that o\xr concept 
of business leadership does no_t. include the power and in¬ 
fluence of these outside groups—unless they really, partici¬ 
pate in the decision-making and co-ordination in terms of 
which we have defined the leadership function. The re¬ 
mainder of this study is devoted to discovering how the 
active function of business leadership is exercised and shared 
by those in management and by certain outside groups. 

OUR METHOD OF ANALYSIS 

In a system of delegated powers such as is found in the 
large corporation, an analysis of business leadership must 
deal with three related problems, two of them connected 
with the process of decision-making. First, where do im¬ 
portant business decisions originate? The answer to this ques¬ 
tion leads us to the wellsprings of actual management. Sec¬ 
ond, what other persons, if any, veto or approve decisions? 
The answer here leads us to those finally responsible, in a 
real sense, for choosing among alternative lines of action. 9 

9 Of course initiation and approval may be carried out by the same person, 
but this is not necessarily the case. 
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Finally, with whom is lodged the co-ordinating authority for 
the enterprise as a whole, and of what elements of leadership 
does this authority consist? 

It is not easy to discover who make the various types of 
important decisions that we should include in the leadership 
function. Nominal powers granted by law (as to stock¬ 
holders) mean little. By-laws and organization charts do not 
reveal a great deal more. Even analysis of the actual internal 
operations of a firm may leave the answer in doubt. Major 
operating decisions may be made by highly informal groups 
of executives over whose decisions the chief executive some¬ 
times does and often does not exercise a veto, or for whom 
the latter acts as adviser or co-ordinator. A few key men 
on the board may “advise” the president on financial policy, 
approval of the president’s subsequent recommendation being 
made automatically by the board as a whole at a later meeting. 
A trusted subordinate’s suggestions may be tantamount to 
final decisions even though they must first go across the 
president’s desk. The president may minutely consider recom¬ 
mendations concerning certain types of policy; others he 
may approve as a matter of course; yet others may be briefly 
considered as they fit into certain general policies. The board 
of directors and its standing committees may behave similarly 
with respect to matters laid before them. “Advice” and 
“opinions” of certain outside groups—particularly the ubiqui¬ 
tous banker—may be equivalent to orders to the board or the 
chief executive. In all such cases, who exercises business lead¬ 
ership? 

The figure on page 59 is an actual organization chart 
recently prepared by a prominent company manufacturing 
certain types of machinery and equipment. The usual lines 
of authority and specialization are shown. But who initiates 
major decisions in this company, and which of the individuals 
or groups at the higher levels of authority actually exercise 
effective veto or approval over those initiating major de¬ 
cisions? Who is the final co-ordinator in this company, and 
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of what does such co-ordination consist? Further, what in¬ 
fluence, if any, is exercised by various outside groups (bank¬ 
ers, customers, competitors, and so forth), which are not 
shown on the chart at all? No organization chart or list of 
assigned duties and powers can give us answers to these 
questions. 


Organization Chart of Management in a 
Large Manufacturing Company 



Difficult as it may be to ascertain the facts for a particular 
company, it is even more difficult to generalize about the 
situation prevailing in large-scale industry as a whole. No 
two companies handle their management problems in the 
same way, and in no two companies is the balance of power 
and authority, among the groups and individuals capable of 
making decisions, exactly the same. Differences in person¬ 
alities, company history and background, products and proc¬ 
esses involved, distribution of ownership, and numerous other 
factors give the stamp of individuality to the leadership situa- 
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tion prevailing in particular companies. These factors in any 
one company can change as time passes, and so can the 
identity of those exercising business leadership in that com¬ 
pany. 

Generalizations, though dangerous, are not impossible if 
they are carefully made and qualified. Such generalizations, 
however, to mean anything, must be painstakingly built on 
the foundation of careful and detailed case studies of indi¬ 
vidual companies. A 'priori statements can be only preliminary 
hypotheses to test against the complex and contrasting situations 
found in different large concerns. 

The following eight chapters, comprising Part II of this 
volume, are based on a series of such case studies of the man¬ 
ner in which the composite function of business leadership is 
exercised in some of the largest American corporations. We 
shall try to ascertain what elements of business leadership 
are actually exercised by each of the putative leadership 
groups already mentioned—particularly executives, directors, 
stockholders, bankers, and government. 

The companies chosen for study are very large j practically 
all had assets of at least 50 million dollars in 1935. They 
represent the so-called giant concerns discussed in Chapter II. 
Further, they are all companies with listed securities and 
considerable public ownership of these securities. No study 
has been made of the few large-scale corporate approximations 
to the individual proprietorship and partnership—for ex¬ 
ample, the Ford Motor Company or the Great Atlantic and 
Pacific Tea Company—or, for that matter, of any companies 
a majority of whose stock was owned by a single family or 
another corporation. 10 Since a good deal of reliance had to 
be p&ced on published material, the closely held corporation 

10 Of the 200 largest non-financial companies studied by the SEC, nine were 
listed as representing majority ownership by a single family interest group, 
and 22, majority ownership by another corporation. In addition, in six 
companies a majority of the stock was held by two or more family interest 
groups, and in five, by two or more corporate interest groups. See TNEC 
Monograph No. 29, The Distribution of Ownershif in the 200 Largest 
Nonfinancial Corf oration, pp. 1486-87. See also pp. 40-41 above. 
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largely defied analysis unless (as seldom occurred) informa¬ 
tion of the type sought happened to be available on the com¬ 
pany. Even among companies with listed securities reporting 
to the SEC, adequate information was available for only a 
minority. In all, 65 of the 155 companies mentioned on page 
24 were analyzed in detail. 11 

For the most part, information was collected on the leader¬ 
ship situation as it existed in the middle thirties. The year 
1935 was taken as a reference date, but a good part of the 
material available referred to periods somewhat earlier or 
later than this. 

It was possible to supplement published material with 
personal interviews in something less than half of the com¬ 
panies actually studied, and to these interviews were added 
conversations with government officials, experts in the field of 
management, bankers, and others who might throw some 
light on the situation in particular companies or on the prob¬ 
lem in general. 

Published material used was of many kinds, and of widely 
varying degrees of reliability. Among the more common 
sources of information were: investment manuals, reports to 

“The 155 were those in Berle and Means’ list of the 200 largest for 
which certain stockholdings data were available. Of the 155, 45 industrials, 
10 public utilities, and 10 railroads were studied in detail. Case studies were 
also made of several other large companies, which do not appear in Berle 
and Means’ original list. In addition, partial information on particular points 
was available for other companies. A list of companies cited is given in the 
index of companies at the end of this volume. 

Choice of companies, as had already been implied, was dictated by the 
exigencies of available material. The sample was not chosen in advance so 
as to be a random or representative sample of large-scale industry. On the 
whole, however, the companies that were studied can be taken as a reasonably 
representative sample of the so-called giant concerns with listed securities. 
This is true with one important exception—emphasis has been deliberately 
placed on the “industrials,” and the railroads and utilities form a smaller 
fraction of the sample studied than they do of, for example, Berle and 
Means’ original list of 200 giants. Another modification in the representa¬ 
tiveness of the sample is that not much attention was paid to companies in 
receivership at the time the study was made. The companies studied were 
very large, well established, and generally successful. It should be added 
that little consideration is given to extreme cases of mismanagement. The 
present study is concerned with the anatomy of business leadership and only 
incidentally with its pathology. 
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the SEC and other regulatory agencies, government reports, 
congressional hearings, court proceedings, company histories, 
biographies of particular men, articles in Fortune and other 
journals, newspaper items, and a variety of information sup¬ 
plied by the companies themselves—annual reports, by-laws, 
organization charts and instructions, executive orders, pro¬ 
spectuses, letters to stockholders, and so forth. 12 The most 
helpful material, of course, came from personal interviews 
with executives of the companies studied, though here, as in 
the published material, the point of view of the informant 
frequently gave a particular emphasis or coloring to the ma¬ 
terial supplied. Every attempt has been made to separate the 
wheat from the chaff in each case and to interpret the facts 
impartially, but the information is sometimes too meager or 
the situation too involved for this ideal always to be achieved. 

Though a certain piquancy is thereby lost, companies and 
individuals will be identified by name only where the facts 
are generally known from published sources. This procedure 
permits a greater objectivity on the part of both author and 
reader and, in some cases, is necessary because of the terms 

18 The extensive use made in this study of such sources as Fortune and the 
New York Times perhaps requires specific defense. Fortune contains a mine 
of information on the subject matter of this book. It is not free of errors, 
but, in general, facts are reported accurately. By no means can the articles 
in the journal be considered as representing official company positions—or, 
at the other extreme—muckraking journalism. In view of the fact that state¬ 
ments in Fortune could frequently be checked, at least in part, in other 
sources, and in view of the final check secured through correspondence with 
the companies concerned, the writer felt free to use the journal with con¬ 
siderable confidence. As for the New York Times , the main items used 
represented stories based on press releases issued by various companies, were 
generally non-statistical in nature, and concerned events which were fre¬ 
quently reported in other newspapers, also. In view of the high reputation 
of the Times for both careful editing and comprehensive coverage of business 
and financial news, it was felt that this source could be used with confidence. 
The same could not be said for some of the other sources, such as official 
histories of companies, company magazines, trade papers, and so on. In all 
these cases, however, reporting of facts was generally accurate; it was 
usually interpretation of the facts that was in question. I have felt free to 
draw on such sources for facts about men and companies not elsewhere avail¬ 
able but have been exceedingly cautious in relying on interpretations and 
opinions found in these sources, particularly wherever a controversial ques¬ 
tion was involved. 
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on which the material was made available for the purposes 
of the present study. 

Relevant portions of the manuscript were submitted to 
each company about which major statements of fact were 
made. Whenever a company objected to a particular state¬ 
ment or interpretation, the facts were carefully rechecked. 
In this way, a number of errors in the original manuscript 
were eliminated. In several cases, however, the writer has 
not been able to agree with the interpretation of certain facts 
given to him by particular officials who objected to some of 
the references to their companies. In all such cases, it is 
the writer’s, not the company’s, version which appears in 
this study. Every attempt has been made to be objective and 
to state the facts as they appear to a careful observer who, 
while suffering under the disadvantage of being “on the 
outside,” had the great advantage of being bound to no 
particular position or point of view. 




PART II 


BUSINESS LEADERSHIP BY MANAGEMENT 
AND OUTSIDE INTEREST GROUPS 




CHAPTER IV 


THE CHIEF EXECUTIVE AND THE 
DIFFUSION OF DECISION-MAKING 

To most of us, the names of the chief executives of many 
of our largest corporations are at least vaguely familiar. We 
assume that these men “run” their companies—although most 
of us would probably be put to it to explain precisely how 
much of the “running” is done by these men at the very top 
and how much by their subordinates in the lower ranks. 

This and the following chapter will deal with the leader¬ 
ship activities of not merely the chief executive but the en¬ 
tire executive group—from the president or chairman of the 
board at the top to minor functionaries in the lower strata 
of the executive hierarchy. Any or all of them may partici¬ 
pate to some degree in the sort of decision-making which 
enters into our concept of business leadership. 

THE CHIEF EXECUTIVE 1 

Within the executive hierarchy, the chief executive is, of 
course, the key individual. Ordinarily he bears the title 
President or Chairman of the Board. In a company which 
has no chairman, the president is almost invariably the chief 
executive. 2 Where there are both a president and a chairman, 
either may be the chief executive. 

The division of labor between the chairman and president 

'By “chief executive” we mean the official standing at the apex of the 
executive hierarchy, whatever his title may be. The chief executive has 
authority over all other officers and is himself responsible only to the board 
of directors. Which official is to have this position is ordinarily indicated 
in the company’s by-laws. 

* An interesting exception is provided by the recent history of the United 
Fruit Company. Between 1933 and 1938, Samuel Zemurray bore the title 
“Managing Director” but was undoubtedly the de facto chief executive. He 
was also the company’s largest stockholder, and through his holdings and 
those of his friends he had forced a change in management in 1932. In 1938 
he became president. See Fortune, March 1933, pp. a6ff.$ New York Times, 
Feb. 1, 1938. 
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varies from company to company. Which stands out as the 
dominant individual and has the powers and responsibilities 
of the chief executive depends upon a number of circum¬ 
stances. 

Sometimes the chairman is a former president who has 
since retired and is no longer active. In such cases, the presi¬ 
dent is the top executive in fact, and the chairman plays a 
relatively passive role. 8 The latter may still serve as an 
adviser, but the active leadership role is played by the presi¬ 
dent. 

Sometimes a president only partially retires when he be¬ 
comes chairman of the board. In a number of cases in recent 
years, the president has relieved himself of some duties by 
becoming chairman but has retained the title of chief execu¬ 
tive officer. Thus Alfred Sloan became chairman in General 
Motors in 1937; at the same time, the by-laws were altered 
to make the chairman the chief executive officer. 4 The same 
sort of change was made by General Wood in Sears Roebuck, 
and apparently by T. M. Girdler in Republic Steel. 5 In 
each case, the change marks the initial step in an active 
president’s retirement. The immediate purpose is to relieve 
the new chairman of details and to assign a substantial degree 
of responsibility to the new president, who is eventually to be 
the chief executive. For several years after the change, the 
chairman may exercise nearly as much real leadership as he 
did as president. Sometimes, the president at first could more 
accurately be called an operating or executive vice president. 
Gradually, however, the chairman is likely to shift more and 
more responsibility to the president, and eventually he be¬ 
comes relatively inactive. At some time during this gradual 

*ThU was apparently the situation in Chrysler Corporation between the 
appointment of K. T. Keller as president in 1935 and Walter Chrysler’s 
death in 1940. Charles Schwab of Bethlehem Steel seems to have been a 
relatively inactive chairman in his later years. In another company studied, 
the chairmanship was described as “a resting place for retired presidents.” 

4 See New York Times , May 4, 1937, and the annual report of the com¬ 
pany for 1937. 

* New York Times , Jan. 29, 1939, and Apr. 15, 1937. 
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change, the president will have become in fact and perhaps 
also in title the chief executive officer. 6 

In some companies, the chairman is the chief executive 
officer and active head without first having been president. 
Thus Gary was chairman of the board and chief executive 
officer in United States Steel but never president. The same 
was true of Myron Taylor. 7 Between 1935 and 1940 Thor- 
kald Rieber was chairman and chief executive officer of the 
Texas Corporation $ before that, he had been a vice president. 
Floyd Carlisle, active chairman in Consolidated Edison Com¬ 
pany of New York, had held no other office in this company. 8 

Sometimes the chairman’s role, whether or not he is the 
chief executive, is a special one—to handle financial problems, 
public relations, or similar matters. This has apparently 
been the case in the General Electric Company, 9 and in re¬ 
cent years in the United States Steel Corporation. 10 A similar 

* In American Sugar Refining Company, the president became chairman 
in 1925 but continued as chief executive officer. In 1937, although he con¬ 
tinued as chairman, he relinquished the duties of chief executive officer, which 
were taken over by the president. 

T Taylor came on the board of United States Steel in 1925 (Gary died 
in 1927). After Gary’s death, Taylor became chairman of the finance com¬ 
mittee, and J. P. Morgan became chairman of the board. J. A. Farrell, who 
had been president for some years, was designated “chief executive officer.” 
Taylor succeeded Morgan as chairman in 1932, at which time the former 
also became “chief executive officer.” See M. C. Taylor, Ten Years of 
Steely address before the annual stockholders’ meeting of United States Steel 
Corporation, Apr. 4, 1938. 

‘According to the company’s organization chart, the engineering and 
production departments reported to the president. All others—including 
industrial relations and various departments concerned directly or indirectly 
with financial matters and sales—reported to the vice chairman, who, on the 
organization chart, was above the president. The vice chairman reported 
directly to the chairman. 

°It was the arrangement which prevailed during the regimes of Young 
(chairman) and Swope (president) and of their successors. See Fortune , 
January 1940, pp. 68 if. 

10 It was not the case under Gary. Since Taylor’s reorganization of United 
States Steel, however, one-man rule has been succeeded by a group command. 
In 1941, for example, the president was in charge of operations 5 financial 
problems were handled by the chairman of the finance committee; the chair¬ 
man of the board was in charge of public relations and was also supposed 
to exercise a general oversight of the affairs of the corporation. Certain 
broad problems were handled by all three men as a group. To an outsider. 
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situation existed in a number of the other companies studied. 

In certain cases, the chairman’s role is to serve, to put it 
rather unkindly, as a “front.” This means appointing as chair¬ 
man a man whose name or contacts have a certain public- 
relations value. A rather clear case of this existed at one 
time in a large firm producing an important industrial raw 
material. A similar situation seems to have existed in a 
prominent rubber company and also, at one time, in a large 
eastern railroad. 

These various possibilities regarding the role of the chair¬ 
man—as a completely or partially retired president, active 
head, specialist in financial and other matters, or figurehead— 
do not describe all the situations met in practice. In one com¬ 
pany, for example, the president was the chief executive and 
the key figure, while the chairman was really the operating 
head serving under the president. 11 In at least one other 
company studied, the chairman was subordinate to the presi¬ 
dent, who was the chief executive officer. 14 A further variation 
was found in two companies in which the chairman at the 
time this survey was made was a former president who had 
been “kicked upstairs” by a new group in control of the 
company. 

In a few companies the key figure in management is the 
chairman of a standing committee of the board, rather than 
the president or chairman of the board as a whole. This was 

the role of chairman of the board in this arrangement seemed uncertain. It 
might be ventured—and this is merely the writer’s opinion—that this role 
was as yet probably not clearly demarcated. What it will be eventually in all 
probability depends on what the present incumbent makes of it. It might be 
noted that the company’s by-laws were changed in 1938. Under the revised 
set-up the chairman was no longer specifically called the chief executive 
officer, and the president was given the new title of “chief administrative 
officer.” See the company’s by-laws, as amended in 1938, and the New York 
Times , May 13, 1938. 

M This situation has since changed. Upon the death of the president in 
1940, the chairman became the chief executive officer, the new president 
being designated second in command. New York Times , Nov. 28, 1941. 

“ Information supplied by the company. In this second company, the chair¬ 
man mentioned has since retired and the former president is now chairman 
and still the chief executive officer. The former chairman became increas¬ 
ingly inactive in the years preceding his retirement. 
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true of Gary in the years 1901-03. 18 In a western railroad, 
the chief executive for a while was the chairman of the execu¬ 
tive committee. In 1939, an internal reorganization in the 
North American Company led to the president’s becoming 
chairman of the executive and finance committee and to the 
appointment of an operating president. 14 The former chair¬ 
man of the executive committee became chairman of the 
board. The new committee chairman was to have charge of 
the financial and legal side of the company’s business and 
was to supervise the company’s integration and reorganiza¬ 
tion plans. 15 In this capacity, he was undoubtedly the key 
figure in the company, as he had been as president. 

Whatever his title, the chief executive in our largest cor¬ 
porations is not ordinarily the type of creative and ag¬ 
gressive business leader who is both famous and infamous 
in the annals of American industry. He is not the restless 
dynamic individual of an earlier generation who, owning his 
company, pioneered into new lines and “risked his shirt” 
building up a new business organization. Rather, he is a 
professional executive doing a “management” job—co-ordinat¬ 
ing his firm’s activities, approving decisions that flow up to 
him from his subordinates, but doing less and less initiation. 

This is only natural. These larger firms are not only large 

“See Ida Tarbell, The Life of Elbert H. Gary (1925), pp. 150-51. To 
take another case, a well-known figure in the oil industry has been succes¬ 
sively president, chairman of the board, and chairman of the executive com¬ 
mittee in his company. In all three capacities he was the key figure, though in 
recent years he has to an increasing degree left the day-to-day management 
in the hands of a president and an executive vice president (who is also chair¬ 
man of the finance committee). 

14 The background of the new president, E. L. Shea, aroused considerable 
interest at the time these changes were made. Mr. Shea had been executive 
vice president of Tide Water Associated Oil, and his business experience had 
been confined to (natural) gas and petroleum operations. The appointment 
was unusual in that a man with no experience in the utility field became 
operating head of a public utility system. Ordinarily operating heads of 
utility companies are men with considerable experience in the utility industry. 
This sort of industrial inbreeding is today practically universal in the rail¬ 
road field. It exists, but is much less common, in the various industries that 
make up the so-called industrials. 

“See New York Times , Nov. 2 and 19, 1939* and press release issued 
by the company dated Nov. 1, 1939. 
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but also relatively mature. For most of them the period of 
their most rapid expansion has passed. The great majority of 
them have reached the stage where the founder has retired 
or died, and nearly all are now led by a second, third, or 
later generation of chief executives. This is true above all for 
the railroads, but even among the younger industrials we 
have to deal for the most part with chief executives who are 
not the founders or chief builders of their enterprises—men 
whose job is to carry on rather than to build up a new organi¬ 
zation. 

A few of the large firms we are studying are still young 
enough to be under the command of their original leaders, 
but each year diminishes their number. Until a few years 
ago, Walter Chrysler headed the company that bears his 
name, but illness and finally death took him from the scene. 
In 1940, a Guggenheim still presided over American Smelt¬ 
ing and Refining, 16 and H. F. Sinclair was still the key 
figure in Consolidated Oil. Neither was a large stockholder 
in his company. T. J. Watson was primarily responsible for 
building up International Business Machines and is still the 
head of that company. Other cases could also be mentioned. 11 
Even some of these men, however—for example, Chrysler 
and Watson—could be accurately termed “professional ex¬ 
ecutives.” There are also a few large companies in which 
active leadership is, at least in part, exercised by direct 
descendants of the founder. In these cases, the chief execu¬ 
tive is likely to be an important owner of the business. 18 

“ He has since died. A member of the Guggenheim family by marriage, 
R. W. Straus, succeeded Simon Guggenheim as president in November 1941. 
At the same time, however, the by-laws were altered to make F. H. Brow¬ 
nell, who continued as chairman of the board, the chief executive officer. 
New York Times, Nov. 28, 1941. 

aT An example in the public utility field is Public Service Corporation of 
New Jersey, in which T. N. McCarter served as president from the founding 
of the company (in which he played a leading role) until 1939. After that, 
he occupied the newly created position of chairman of the board. See New 
York Times , Mar. 22, 1939, and Fortune , November 1934* PP« 100-01. 

“Firestone Tire and Rubber is an example of a company in which the 
chief executive is not now a descendant of the founder but in which sons 
of the founder do participate in management. At the time this was written, 
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Recent illustrations include the du Pont company, Deere and 
Company, Colgate-Palmolive-Peet, and United Shoe Ma¬ 
chinery. 

On the other hand, we can point to many examples of the 
transition from the dynamic leadership associated with pro¬ 
motion and rapid growth to leadership by the “hired man¬ 
ager” type of professional executive. G. F. Swift built up 
the present meat-packing organization that bears his name. 
Today four sons still play important and active roles in 
the company, but the key executive positions are now filled 
by men outside the Swift family. 10 In International Harvester, 
McCormick family influence has been maintained through 
substantial minority stockholdings, but the active manage¬ 
ment of the company from 1922 to 1941 rested successively 
with three chief executives outside the McCormick family. 20 
In Sears Roebuck, the original partners have long since gonej 
Julius Rosenwald is dead, and Lessing Rosenwald has re- 

J. W. Thomas, an early and close associate of the late Harvey Firestone, 
was president and chief executive officer. Harvey Firestone, Jr., was vice 
president, and his four brothers “are active and occupy important managerial 
positions.” (Information supplied by the company.) 

19 The company’s history thus far falls into three stages: (1) active leader¬ 
ship by G. F. Swift, the founder ; (2) active leadership, including real 
management of operations, by the sons of G. F. Swift; (3) rise of a non- 
Swift to the presidency but continued (though less active) participation in 
management by the remaining members of the second generation of Swifts. 
The writer is indebted to Mr. H. H. Swift for valuable information on 
this company. See also L. F. Swift and Arthur Van Vlissingen, Jr., The 
Yankee of the Yards (1924), and T. W. Goodspeed, Gustavus Franklin 
Swift , 183 9-/9 03 (1927), reprint from the University of Chicago Bio¬ 
graphical Sketches, Vol. 1. 

"Cyrus H. McCormick, son of the inventor and founder of the Mc¬ 
Cormick Harvesting Machine Company, was president of both that company 
(1884-1902) and of International Harvester (1902-18). His brother, 
Harold F., was president until 1922. From then until 1941, the active chief 
executive came from outside the McCormick family. In 1941, Fowler 
McCormick, who had been an officer for some time, was elected president. 
See Cyrus McCormick, The Century of the Reaper (1931); Paul B. Coff¬ 
man, International Harvester Company (a case study prepared by the Har¬ 
vard Business School); Harvester World , July 1936; and Federal Trade 
Commission, Report on the Agricultural Implement and Machinery Industry , 
H. Doc. 702, 75 Cong. 3 sess. Additional information was supplied by the 
company. 
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tired from the business; General Wood served his term as 
president and became chairman. 21 In Goodyear, U. S. Rubber, 
and the B. F. Goodrich Company, professional executives 
are now at the helm 22 ; so, too, in Packard, Chrysler, and 
General Motors; also in United States Steel and Bethlehem; 
and in the Texas Corporation, Tide Water Associated Oil, and 
the Standard Oil Companies. 28 

Sometimes reorganization or a struggle for control ac¬ 
celerates the transition from founder to professional execu¬ 
tive. Financial difficulties in 1920 led to the displacement of 
Frank Seiberling in Goodyear Tire and Rubber and of 
W. C. Durant in General Motors. 24 In the first case an inter¬ 
lude of banker management was fairly quickly followed by 
the leadership of professional executives trained in the com¬ 
pany. In General Motors, Durant the founder, promoter, 
and expansionist, was followed by du Pont minority owner¬ 
ship, with active leadership being assumed by Alfred Sloan. 
On occasion, as in the United Fruit Company, internal re¬ 
organization has led to the assumption of leadership by an 
individual—in this case, Samuel Zemurray—who more closely 
resembles the old-fashioned type of business leader than did 
those whom he succeeded. 25 

In the railroads, the professional chief executive is the 
universal rule—so much so that the railroad president who has 
not come up through the ranks (of his own or another rail¬ 
road) is an extreme rarity. 26 The age of pioneering and of 

41 History of Sears , Roebuck and Co. (mimeo. pamphlet published by the 
company)} Fortune , May 1938, pp. 66 fit. $ New York Times , Jan. 29, 
1939- 

However, D. M. Goodrich was chairman of the board of the company 
bearing his father’s name. He did not seem to participate as actively in 
management as the other top officials. See H. and R. Wolf, Rubber , p. 462. 

* See the annual reports of these companies. There are informative articles 
in Fortune on practically all of these firms. Other sources are mentioned 
in later references in this and subsequent chapters. 

** On the Goodyear case, see H. and R. Wolf, Rubber (1936), PP* 447-575 
Hugh Allen, The House of Goodyear (1943), Chap. 3. The General Motors 
story is discussed at greater length in Chap. 8. 

“See Fortune , March 1933, pp. 26 ffj New York Times , Feb. 1, 1938. 

“ See TNEC, Bureaucracy and Trusteeship in Large Corf orations y Mono¬ 
graph No. ii, pp. 24, 46} Fortune , April 1938, pp. 156-58. 
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building new railroads is long past 5 so is the age of Vander¬ 
bilt, Hill, Harriman, and the “Big Four.” The public utili¬ 
ties are younger, but their period of promotion and rapid 
expansion is largely over also. Here, too, the chief executive 
tends to be the professional manager type, and, as in the 
railroads, his background is likely to have been confined to 
that one industry. 

DECISION-MAKING AND THE DIFFUSION 
OF RESPONSIBILITY 

In Chapter III we separated the job of business leader¬ 
ship into three component elements: initiation of decisions, 
approval of decisions, and co-ordination. Of these three ele¬ 
ments, co-ordination is the only one which cannot be delegated 
to officials below the chief executive. It is not generally 
recognized, however, how far the responsibility for the other 
two elements, initiation and approval of leadership decisions, 
has been diffused through the executive hierarchy. 

Every firm must go through a continuous process of ad¬ 
justing itself to changing conditions. It therefore needs one 
or more sets of eyes, to see changes as they occur and to 
recognize the need for action. The fortunate business will 
have at least one set of eyes that fore sees, that looks into the 
future and anticipates changes, as well as recognizing them 
when they occur. After a change is recognized, a decision 
as to a new line of action must follow. This is the process of 
initiating business decisions—including those which may be 
called policies. 

The function of initiating and formulating decisions in 
the large concern may be carried on in both the upper and 
the lower levels of the executive hierarchy. The chief execu¬ 
tive may be the one to see the need for action. Having done 
so, he may either refer the matter to subordinates to formu¬ 
late a plan of action, or he may prepare the plan and thus 
complete the initiation of the decision himself. Decisions may 
also originate in the lower levels of the executive organiza¬ 
tion. Sales managers, production heads, functional vice presi¬ 
dents, and others may see the need for doing something 
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and formulate suggestions or plans for taking action. Such 
initiation, if the decisions are important enough, constitutes 
part of the leadership function. These decisions, in the form 
of suggestions and recommendations, may now have to flow 
upward for approval by a higher authority—a functional vice 
president, a committee, the chief executive, or the board. But 
the initiation in this case has come from below. 

With the growing size and complexity of corporate organi¬ 
zation, power and responsibility have been increasingly dele¬ 
gated to officials below the rank of chief executive. As this 
process of delegation has gone on, more and more are the 
eyes of large-scale business appearing at the lower levels of 
executive authority. Initiation in these cases includes not 
merely recognizing or anticipating the need but actual formu¬ 
lation of plans for action. That the plans may have to be 
approved by someone in higher authority is perhaps less im¬ 
portant than the fact that without this initiation from below 
there would not be these plans to approve. 

Initiation of decisions below the rank of chief executive is 
not confined to petty matters. Nor is it confined merely to 
adjustment to a changing market situation. As we shall show 
later, such initiation from below may include important acts 
of innovation—programs of expansion, plans for new prod¬ 
ucts, important changes in production techniques, and the like. 

Approval of major decisions (after real consideration, not 
the routine sort that automatically follows recommendation) 
is decentralized less than initiation. The “average level of 
authority” at which major decisions may be approved is sub¬ 
stantially higher than that at which they are initiated. 

In the very large corporation, the chief executive cannot 
reserve to himself the full and complete exercise of the ap¬ 
proval function. Final responsibility for permitting proposals 
to be embodied in action must be delegated to some extent. 
Functional vice presidents and various committees may be 
given'the right to exercise a final veto over decisions originat¬ 
ing from below (as well as those which they themselves 
initiate). The approval power may be delegated still further— 
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to heads of departments and subsidiaries, factory superintend¬ 
ents, sales managers, and so on. Formal and informal rules 
emerge to allocate responsibility 5 that is, criteria are set up 
to indicate how high plans must go in the organization before 
final approval can be secured. Some types of policies may 
always go to the chief executive (or higher) 5 other policies 
may receive final approval from a vice president or commit¬ 
tee of executives. Cutting across the criterion of kind of deci¬ 
sion is usually some sort of criterion of importance. For ex¬ 
ample, all “major” decisions must go to the chief executive5 
or, to cite a less vague criterion, appropriations above a speci¬ 
fied amount must be approved by the chief executive or per¬ 
haps the board or one of its standing committees. 

The degree to which the approval function has been dele¬ 
gated varies widely among large corporations. In general, 
the tendency in the last generation has been toward greater 
decentralization. This term, however, needs to be defined. 
Ordinarily, decentralization means to the corporation execu¬ 
tive that some degree of independence of action has been 
granted to regional and departmental heads 5 approval of the 
central staff in the executive offices does not have to be re¬ 
ceived on a given range of problems. It is in this sense that 
the term “decentralization of authority” is perhaps most 
widely used, and in this sense it has been increasing among 
large companies. 27 


** At one time, the du Pont company had a strongly centralized organiza¬ 
tion along functional lines. After the First World War, considerable diversi¬ 
fication took place, and authority is now decentralized by products and type 
of manufacture, with a general manager or president (if a department is 
run as a separate subsidiary) in charge of all operations for a particular 
group of products. Departmental managers and heads of subsidiaries are 
allowed considerable latitude. (Case study prepared by the Harvard Business 
School.) 

Another company having marked decentralization in this sense is Deere 
and Company, whose various production and sales divisions have a consider¬ 
able amount of independent authority. See Farm Implement News , Jan. 14, 
1937, p. 63 j Fortune y August 1936, pp. 159-60. 

See also the following: “There has also been a tendency in the past few 
years toward decentralization of management which to a large extent over¬ 
comes the undesirable features of central control. Comparatively independent 
operating divisions have been set up, which are practically equivalent to 
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For our purpose, however, there is another meaning of 
“decentralization of authority” which we may call “indi¬ 
vidual” or “functional” decentralization—since it is usually on 
a functional basis. We have reference here to the tendency to 
divide “top management” among specialists—the vice presi¬ 
dents, treasurer, and so on. Considering these two meanings 
of decentralization together, we may have a company in which 
responsibility is relatively centralized, in the first sense, and 
highly decentralized, according to the second definition. Such 
cases are common. In these cases, the autonomy of subordi¬ 
nates within any functional department is limited, while at 
the same time there are a relatively large number of func¬ 
tional heads, each of whom may have considerable leeway in 
the approval of major decisions. 28 

In practice, various degrees of the two kinds of decentrali¬ 
zation exist together. Functional heads may serve chiefly in 

separate companies except in certain financial obligations to the parent 
company. While not an entirely new practice, it has found increasing favor 
in recent years.” Howard Coonley, “How Big Should A Business Be?” 
The Journal of Marketing , Vol. 5 (1940), p. 106. 

28 In a company engaged in mining and refining non-ferrous metals, there 
were vice presidents in charge of mining, smelting and refining, sales, law, 
finance, and traffic and purchasing. Each was “given wide latitude in fram¬ 
ing the policies of his department.” A vice president could, on his own 
authority, shut down a mine, but he would have to reach an agreement 
with the other vice presidents affected. In the case of a radically new policy, 
the vice president would confer with the president and chairman. (Case 
study prepared by the Harvard Business School.) 

Another example of centralized authority within functions but delegation 
of considerable responsibility to specialists in charge of functional activities 
is found in the relation between the staffs of subsidiaries and the staff of 
the American Telephone and Telegraph Company. See Federal Communica¬ 
tions Commission, Investigation of the Telephone Industry in the United 
States , H. Doc. 340, 76 Cong., 1 sess., pp. 103!!. See also Telephone Inves- 
tigatton , 1935-1937, Pt. 31: Comments Submitted to Federal Communica¬ 
tions Commission by American Telephone and Telegraph Company on 
Commission Exhibit 2096 G, pp. 74-76. (The company has objected to 
many statements in the FCC’s report on the grounds of inaccuracy and 
one-sided interpretation, and has published a brief and a series of pamphlets 
dealing with the report and the Commission’s supporting evidence. Where 
controversy existed, I have weighed both sides of the case and drawn my 
own conclusions. Where the FCC report is cited on a controversial point, 
reference will be made also to the company’s answer as given in its brief 
or pamphlets.) 
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a staff (advisory) capacity, approval of major decisions being 
concentrated in the chief executive or a committee, while at 
the same time considerable autonomy is given officials in the 
factory and the field. 29 Or some specialists may have impor¬ 
tant functional authority, while others do not. For example, 
the financial officer may serve solely or chiefly in the capacity 
of adviser to the chief executive, while the vice president in 
charge of sales may have wide discretion in the determina¬ 
tion of prices and selling policy. 

DECISION-MAKING BY EXECUTIVES: OPERATING 
DECISIONS 

A rough but not altogether satisfactory distinction may be 
made between operating and non-operating decisions. The 
former have to do directly with making and selling the goods 
or services which the firm has to offer. We should include 
here decisions as to price, changes in output, advertising, pur¬ 
chasing and sales matters, and so on. The non-operating de¬ 
cisions have to do with broader questions of finance, public 
relations, perhaps labor policy, and the like. 30 In general, 
as we should probably expect, this latter group of decisions 
is subject to less delegation than operating decisions. 

The tendency toward increased functional specialization 
in large business enterprises has naturally been accompanied 
by increased delegation of operating decisions. In some cases, 

29 The General Motors organization represents a high degree of both 
kinds of decentralization. Functional officers in the New York office act 
chiefly in a staff capacity, and the divisional heads have considerable 
autonomy. Control over divisional heads is exerted chiefly through commit¬ 
tees—the administration and policy committees and so-called “policy 
groups.” As an indication of decentralization in our first sense, no staff 
officer can overrule the head of a division. The nature of decentralization 
in the second sense is indicated by the fact that there are eight “policy 
groups,” in addition to two general management committees, the president, 
chairman, and regular staff officers. See Fortune , April 1938, pp. 76-77,114? 
December 1938, pp. 41 ff.5 New York Times , May 4, 1937. (Information 
concerning General Motors, on this and other points, has been supplemented 
by interviews with executives of the company.) 

80 A good many labor questions could perhaps more appropriately be 
considered as falling in the operating category. Some readers might also 
prefer to consider major decisions on such matters as price and sales policy as 
non-operating decisions. 
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this has meant more centralization in the executive offices, 
but in all cases it has meant less centralization in the chief 
executive. As business firms grow larger, the making of im¬ 
portant operating decisions is being entrusted more and more 
to specialists or departmental managers at the level of authori¬ 
ty immediately below the rank of chief executive. 81 Func¬ 
tional vice presidents may initiate decisions on many problems 
in their particular fields—for example, in the matter of prices 
and selling tactics—and are likely to have an independent power 
of final approval over many important matters. 

Delegation of responsibility in connection with operating 
decisions holds particularly for initiation, but also to a con¬ 
siderable extent for approval. There is no general rule that 
certain types of decisions always go to the top for approval, 
while others do not. For all of the companies taken together, 
the closest approximation to such a rule seems to be that the 
chief executive tends to be least active in decisions leading 
to changes in production technique and to short-period fluctua¬ 
tions in output. But the types of decisions the chief executive 
emphasizes depend on the industry, the company, and the 
man. In an industry where marketing strategy is important, 

tx In the recent internal reorganization of United States Steel, this tendency 
dearly showed itself. Formerly, there had been one-man rule of this parent 
company, which meant, among other things, inadequate control over the 
heads of the subsidiaries. Under the reorganization, operations were set off 
from financial and certain other general types of policy. Operating control 
was centralized in the president of the parent company and the executive 
committee of a management subsidiary, and, within the broad category of 
operations, functional specialists were given centralized supervision over the 
activities of all subsidiaries relating to particular functions. Under this 
reorganization, both the chairman of the parent company and the heads 
of the subsidiaries gave up some control. What they gave up went to Presi¬ 
dent Fairless, the executive committee of the management subsidiary, and 
functional vice presidents. Under the old regime of Gary, one-man control 
of operations had actually meant control by too many men. 

In a large soap company, the man who guided the company for many 
years and was responsible for building it up to its present size had only 
one vice president (for financial affairs). Control of all operating matters 
was vested in the president. Today, there is a good deal of specialization 
at the vice president’s level; there are vice presidents in charge of finance, 
purchases, sales, manufacturing, and advertising and promotion. Here also 
these functional specialists act on occasion as a committee with considerable 
power. 
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for example, the chief executive may play a particularly active 
role in directing marketing activities. G. W. Hill’s oft-cited 
leadership in formulating advertising policies of the Ameri¬ 
can Tobacco Company might be cited as an example. 82 Ad¬ 
vertising is a more important factor in selling cigarettes than 
is price competition. The background and personal character¬ 
istics of the chief executive also help to determine which kinds 
of decisions are likely to be delegated and which centralized 
in him. The man with a legal or financial background is likely 
to emphasize those aspects and to rely heavily on functional 
specialists in matters affecting sales or production organization. 

In all the companies studied, there seemed to be some 
vaguely held criterion of importance; decisions deemed suffi¬ 
ciently important by this standard went to the chief executive 
for approval. The criterion varied, but in general it was 
likely to be based to a considerable extent on financial con¬ 
siderations. Matters involving questions of broad strategy 
were also likely to go to the chief executive. 

Among operating decisions, questions of price de¬ 
termination come first to mind. In the companies studied, the 
chief executive was in all cases responsible for some price 
decisions—not necessarily as initiator, but certainly as ap¬ 
prover. In general, approval of the chief executive was neces¬ 
sary when a major change in policy was being considered— 
“policy” in the sense that the contemplated act laid down a 
criterion for future action. Thus, in a prominent oil company, 
regional managers were permitted to change prices to meet 
competition, in line with certain broad policies established at 
the top. 33 Similarly, in a well-managed steel company, the 

**See Fortune , December 1936, pp. 154 ff. According to a letter from the 
company, Hill devoted a good deal of his time and thought to the advertis¬ 
ing policies of the company and had originated many of the company’s 
most successful advertising campaigns. Though advertising was his forte, 
he had also originated successful ideas in purchasing, manufacturing, and 
selling. 

“ Information supplied by the company. In another oil company, price 
changes were approved by the vice president in charge of marketing. The 
president was consulted in “crucial situations.” In supplying this informa¬ 
tion, the company made no mention of the chairman, who is not inactive. 
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vice president for sales made “routine” price decisions, but 
“very important” matters were referred to the president.® 4 
In many companies, a powerful committee of executives 
was responsible for major changes in price policy, while con¬ 
siderable leeway was granted subordinates in establishing and 
changing prices for individual products and in negotiating 
with customers. Frequently, even when the chief executive 
made the decision, final approval was really a joint product 
resulting from conferences with subordinates. 85 If there were 

M Information supplied by the company. In this connection, an item in 
the testimony of Mr. Grace of Bethlehem Steel before the Temporary Na¬ 
tional Economic Committee is of interest. The schedule of “extras” de¬ 
veloped in 1938 by the steel industry, involving important changes in 
classification and prices of particular steel products, was initiated and put 
into final form for recommendation by subordinate functional specialists 
and approved by a vice president in Bethlehem Steel. It did not go to the 
president at all. TNEC Hearings, Pt. 19, p. 10622. In the case of United 
States Steel, where greater importance was given to this matter, the company 
seems to have taken the lead in the negotiations, and the changes were sub¬ 
mitted to the president. (The same, pp. 10566-68). For excellent material 
on methods of setting prices in various steel companies, see these Hearings, 
Pts. 19-20, particularly the testimony of President Fairless of United States 
Steel Corporation in Pt. 19. 

“ Thus, in a company manufacturing certain types of building materials, 
it was stated that “the president is in active touch with the price situation” 
but that he accepts subordinates* suggestions as to price changes to be made. 
The following, concerning the International Harvester Company, is also 
pertinent: “In common with most very large concerns, there is no single 
official of the company charged with sole responsibility for deciding upon 
price changes or upon price policy generally. In the case of the International 
Harvester Co., such decisions are made in conferences attended by the 
executive officials and representatives of various major departments of the 
company—sales, accounting, engineering, and manufacture. [The follow¬ 
ing footnote appears at this point: “The specific officials of the Interna¬ 
tional Harvester Co. who take part at various stages in pricing decisions are 
the president, first vice president, second vice president in charge of manu¬ 
facturing, vice president in charge of engineering, vice president and 
general counsel, vice president in charge of sales, treasurer, and comptroller. 
All of these officials have been associated with the International Harvester 
Co. for many years.**] These conferences usually decide upon the changes 
to be made in the prices of a few typical implements $ the prices of the 
full line of machines are then fixed by the sales department in accordance 
with certain dollar differentials between the typical machine and other 
similar machines.” [The following footnote appears at this point: “Changes 
in these differentials are also made in most cases by the sales department.**] 
TNEC, Industrial Wage Rates, Labor Costs , and Price Policies , Monograph 
No. 5, p. 81. 
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both a president and an active chairman, important price 
decisions (where they were not finally made by commit¬ 
tees) were in some companies approved by the chairman, but 
in others the president assumed final responsibility. 86 

The kinds of price decisions for which the chief executive’s 
approval is required depend on a number of factors. If a firm 
produces or merchandises a large number of unrelated prod¬ 
ucts, the chief executive will concern himself with profit 
margins but not with individual prices. 37 If a firm produces 
only a few products, or if its products are so closely inter¬ 
related that a change in the price of one necessitates a change 
in the price of others, the chief executive may consider in 
detail individual price changes. 38 In general, the chief execu¬ 
tive approves specific price changes when, because of the mag¬ 
nitude of the change or because most of the firm’s products 
are affected, they are expected to have an important immedi¬ 
ate effect on total revenues. 39 In addition, the chief executive 
normally approves the formulation of such price or marketing 
policies as affect to a significant degree the firm’s relation with 

“Thus, in one company manufacturing- machinery, the president was the 
final price-making authority and the same was true in a large oil company. 
Both companies had active chairmen, though at the time this study was made 
the one in the oil company no longer devoted the major part of his time 
to the company’s activities. In a large merchandising concern, on the other 
hand, the chairman was responsible for major changes in price policy. The 
same was true in a large operating utility. 

87 The obvious example of a company in this position is the large depart¬ 
ment store, in which ‘‘buyers’’ for individual departments set the prices. 
In a large merchandising concern studied (not a department store), the 
chief executive set the gross profit-margin to be aimed at, but did not 
concern himself with individual prices. His approval was necessary in price 
decisions which significantly affected his firm’s relations with important 
competitors. 

88 But even here, determination of differentials, which results in setting 
prices for particular products, may go no higher for approval than a vice 
president or sales manager. See the references on this to Bethlehem Steel (p. 
82, note 34) and International Harvester (p. 82, note 35). 

89 As firms grow and branch out into new products, the control of the 
chief executive over individual prices steadily weakens. As this occurs, 
the price-making function, always a sacred prerogative of the entrepreneur 
of economic theory, shifts more and more to product and functional 
specialists who are, even more than the chief executive, the “hired manager” 
type of decision-maker. 
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important competitors or customers. An example of such a 
policy would be one giving subordinates the right to meet 
immediately, without the chief executive’s approval, price 
changes initiated by other firms . 40 

A certain amount of initiation with respect to price deci¬ 
sions also takes place at the top. This is less likely to be true 
when “the top” (as far as price decisions are concerned) is a 
committee rather than an individual. Cases of formulation 
of price policy by the dominant executive in a company include 
Gary’s activities in the interest of price stabilization in the 
steel industry , 41 Harvey Firestone’s price leadership in the 
tire industry , 42 and Daniel Willard’s efforts on behalf of 
passenger fare reductions in the railroad field . 43 

In general, however, initiation of important price changes 
does not come from the top, and frequently even approval 
may not go higher than a vice president—or, in a company 
with an active chairman who is the chief executive, the presi¬ 
dent (who in this case may be the chief operating officer). 
The initial setting of prices when a firm originally enters the 
market, as well as later adjustment, is also likely to be handled 
and approved by officials below the level of the chief execu¬ 
tive. With the great diversity of products that characterizes 
so many large corporations, this is inevitable. 

This diffusion within the firm of the price-making function 
takes on special significance, when we consider that in a market 
dominated by a few large sellers each company has consider¬ 
able discretion in the prices it chooses to set. Unless an active 
chief executive initiates price changes himself, pricing is likely 

49 Thus, in the steel industry, concessions from posted prices to individual 
customers to meet competition do not necessarily go above a regional 
sales manager or, in important cases, the vice president in charge of sales. 

u See Arundel Cotter, United States Steel: A Corf oration with a Soul 
(1916), pp. 222-29$ Tarbell, The Life of Elbert H. Gary , pp. 205, 210 ff.$ 
United States Steel Corporation Hearings before the House Committee on 
Investigation of United States Steel Corporation (1912), pp. 75 ff., 262 fL, 
37 ^- 73 - 

49 See H. and R. Wolf, Rubber , pp. 445-46 and Bk. 5, Chap. 3. 

41 A good deal of the more routine type of rate-making in the railroad 
industry seems to take place below the chief executive’s level. In this 
connection, industry associations of men below the top management level, 
as in regional rate bureaus, are important. 



THE CHIEF EXECUTIVE 


*5 

to become a problem of “adjustment” rather than “innova¬ 
tion.” The pricing process becomes routinized until a venture¬ 
some executive in a competing company creates a new market 
situation, which is forced on the attention of the chief execu¬ 
tives of all the companies in the market. Economists have 
considered the problem of price rigidity almost exclusively 
in terms of the organization of markets and similar factors 
largely external to the firm. The internal organization of the 
firm is also a factor which needs to be taken into account in 
this connection . 44 

Marketing 'problems. The procedures just described for the 
handling of price decisions are largely duplicated in the 
sphere of marketing activities. By marketing we mean, on the 
selling side, all activities (other than price changes) aimed at 
facilitating sales. Included in this category are advertising and 
other sales promotion activities and attempts to shape and 
control the channels of distribution. On the buying side, mar¬ 
keting includes the direction of purchasing activities. 

In the making of marketing decisions, nearly all companies 
studied showed a large degree of delegated decision-making. 
Delegation extended to approval as well as initiation. Many 
important types of marketing decisions received their final 
approval from a vice president in charge of sales or adver¬ 
tising, from officials at even lower levels of authority, or 
from committees of functional executives . 45 

44 See E. S. Mason, “Price and Production Policies of Large-Scale Enter¬ 
prise,” American Economic Review, Vol. 29, Supplement (March 1939)) 
pp. 66-68} also pp. 333-35 below. 

48 In a large chemical company, for example, considerable leeway was 
granted the operating heads of individual departments and subsidiaries as 
well as the director of advertising for the parent company. The executive 
committee of the board (made up entirely of full-time operating executives) 
approved advertising (and other) appropriations, but in the matter of 
advertising great weight was given to the recommendation of the director 
of advertising. In a food products concern, for which non-price com¬ 
petition was very much more important than competition based on prices, 
a vice president had final responsibility for most marketing activities. A 
good deal of discretion in formulating selling policies was also exercised 
by officials below this vice president. Similar situations existed in other 
industrial companies. In railroads and public utilities, the delegation is, if 
anything, even more pronounced. 
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As in the case of prices, some marketing decisions might, 
in any company, be deemed important enough to necessitate 
formulation or approval by . the chief executive. In certain 
companies, particular types of selling and advertising prob¬ 
lems were fairly regularly submitted to the chief executive. 
In numerous instances, a committee shared with individuals 
the final approval of important marketing decisions. 

A considerable amount of initiation in selling policy seems 
to have come from certain chief executives. The case of Hill 
and the American Tobacco Company has already been men¬ 
tioned. Thomas J. Watson is credited with building up the 
sales organization and selling policies of International Busi¬ 
ness Machines. 40 President Litchfield took full responsibility 
for Goodyear Tire and Rubber’s famous contract with Sears 
Roebuck and Company. 47 Alfred Sloan, then president, was 
credited with revamping General Motors’ dealer and dis¬ 
tribution policy in 1933. 48 Where customers are few and in¬ 
dividual orders are apt to be of considerable magnitude, the 
chief executive may even turn salesman on occasion—for 
example, Charles Schwab of Bethlehem Steel, Samuel Vau- 
clain of Baldwin Locomotive Works, and Clarence Woolley 
of American Radiator and Standard Sanitary. 49 

Thus, while the delegation of marketing decisions has be¬ 
come quite pronounced, in not a few large corporations the 
chief executive is likely to be more active in this field than in 
the making of price decisions or the control of production 
technique. 

40 Fortune > January 1932, p. 37. 

4 ‘ H. and R. Wolf, Rubber , pp. 467, 472-73. 

48 Fortune , February 1939, p. 105. 

40 On Schwab, see Cotter, The Story of Bethlehem Steely p. 34. Vau- 
clain’s selling activities are described in For tune , December 1939, p. 56, 
and in a case study of Baldwin Locomotive prepared by the Harvard Business 
School. On Woolley, see Fortune , April 1935, pp. 81, 161, 162. In an¬ 
other case, Guy Vaughan, president of Curtiss-Wright, accompanied his 
technical staff to Los Angeles for the crucial negotiations with Douglas 
Aircraft over the type of engine to be installed in the DC-i transport plane. 
(Fortune September 1938, p. 94.) Apparently Ernest Weir, chairman of 
the board of National Steel, handled or participated in negotiations with 
a large can company concerning a contract for tin plate. See extract of 
a letter in TNEC Hearings, Pt. 19, p. 10683. 



THE CHIEF EXECUTIVE 


87 


\L olume of out p ut. The economist, especially in his work 
in price analysis, emphasizes the sort of entrepreneurial de¬ 
cisions which affect the volume of output in a given firm. 
Volume of output, unlike certain other factors concerning 
which business decisions are made, is not an “independent 
variable” for most companies. The rate of production must 
reflect numerous other decisions—as to prices, expansion of 
capacity, volume of advertising and sales promotion activities, 
purchasing and inventory policy, financial questions, and so 
on. It is true that practically all aspects of a firm’s activities 
are interdependent, but rate of output in particular is a vari¬ 
able which reflects decisions made concerning other matters. 
In many large companies, perhaps in most, these other 
matters are settled first. 

A jlistincUoii must be made between plans covering pro¬ 
jected output, for a season, a year, or longer, and current de¬ 
cisions actually to produce, during a given week, month, or 
other short period, the volume of output called for in the light 
of existing policies and current sales and inventories. The 
longer-run plans may call for approval from the top j decisions 
as to the volume actually to be produced this week or month 
may very well be made by subordinate officials as a part of more 
or less routine management. 

Production plans for the future are never the product of 
one man. They represent the joint product of individual 
executives and of committees at various levels of authority and 
in many different parts of the business. Forecasts, recommen¬ 
dations, and partial plans are made in various parts of the 
organization—and consultations are held among product 
managers and functional executives concerned with produc¬ 
tion, sales, finance, engineering, and other fields. Out of this 
initiation and planning come recommendations which are re¬ 
vised as they flow upward for approval. Throughout this 
process, production plans are considered in the light of other 
policies being formulated, or already existing, as to sales, 
finance, and so on. Final approval may come from the chief 
executive or, less often, a committee of the board. In some 
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cases, plans go no higher than a management committee or 
a vice president. Not infrequently, certain other more “funda¬ 
mental” policies may be formulated at the top, and deter¬ 
mination of a production plan in line with these policies may 
then be delegated to subordinates. The chief executive may 
not review the plan at all, when it is made, or at least not in 
any detail. 80 

Current decisions regarding short-term variations in „out- 
p.Ut are frequently so routine as scarcely to fall within our 
concept of the leadership function. Daily, weekly, or monthly 
production schedules are likely to be made up by a planning 
or scheduling department at a level considerably below that 
of top-management. These schedules are in good part auto¬ 
matic reflections of current sales, existing policies as to var¬ 
ious matters, and the system of production control being used. 
These routine output decisions are not so much a part of the 
leadership function as they are indications of how previous 
leadership decisions and current economic conditions are 
affecting the company’s operations. They do not go to the 
chief executive for approval. The latter comes in contact 
with them through reports of results which are placed on 
his desk. It is entirely possible, however, that the chief execu¬ 
tive may on occasion initiate an important short-period alter¬ 
ation in output, to anticipate an expected change in prices or 
for some similar reason. 

Research- and-juem _ fraducts. In development work and 
the introduction of new products, diversity of practice in the 
making of important decisions also prevails. Some initiation 
comes, from the top r and plans for research programs and the 
introduction of new products frequently go to the chief 
executive for approval. Where large expenditures are in¬ 
volved, and where a proposed new product would bulk large 
in the company’s aggregate sales, approval from the top is 

“For some discussion of how production plans are formulated in a 
number of large corporations, see P. E. Holden and others, T of -Manage¬ 
ment Organization and Control , pp, 84 ff. 
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generally necessary. As in other cases mentioned, the “top” 
may be the chief executive, a committee of executives, or a 
standing committee of the board. In the company whose or¬ 
ganization chart was presented on page 59, new products 
generally originated in a “new work committee” and were 
submitted to the president for approval. On occasion, approval 
of the board might be necessary, though such approval was 
likely to be nominal. 51 In a company manufacturing building 
materials, new lines also originated in the lower levels and had 
to be submitted to the president. In a food products company, 
new items were handled by a new products subcommittee and 
the executive in charge of sales 3 higher approval was necessary 
only if a large appropriation was involved. 52 In the case of the 
periodic introduction of new models in the large automobile 
companies, a fairly complete plan was normally submitted to 
the chief executive and the top executives 5 committee for ap¬ 
proval. The initiation was ordinarily from below. 

In general, when the introduction of new products involves 
research and technical knowledge, the possibility of initia¬ 
tion by the chief executive is limited. Initiation from the 
top in such cases normally takes the form of encouraging 
research , suggesting lines of study, choosing technical experts, 
and so on. 53 In some cases, already existing products are 

“ Information supplied by the company. 

“ Information supplied by the companies. In a large merchandising con¬ 
cern, similarly, approval of the addition of new items to the company’s 
line did not go higher than a merchandising vice president—unless a large 
investment was involved. 

“The activities of the late Walter P. Chrysler apparently represented a 
good example of initiation along these lines. (See Fortune , August 1935, 
pp. 31 ff.) An alleged example of negative initiation, supposedly exercised 
jointly by the president and the director of technical activities in American 
Telephone and Telegraph was the decision in 1907 to postpone introduc¬ 
tion of the hand-set or “French” telephone. (See N. R. Danielian, A.T, 
and 7 \, pp. 102-03 j Federal Communications Commission, Investigation of 
the Telephone Industry in the United States , H. Doc. No. 340, 76 Cong. 
1 sess., p. 257.) A. T. and T. denies that there was any undue delay 
in introducing the hand-set and maintains that the step was taken as soon 
as satisfactory equipment could be produced. Telephone Investigation, 
1935-1937, Pt. 17: Comments Submitted To Federal Communications Com • 
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added to a company’s line, either by developing new facilities 
to produce them or by purchasing the facilities of other com¬ 
panies. In these cases, initiation may frequently come from 
the chief executive. 64 

As has been mentioned before, practically all the companies 
studied are mature, well-established concerns. The period of 
rapid growth and of active initiation by the founder has 
passed. This is particularly true with respect to the more 
technical aspects of these companies 5 operations. The develop¬ 
ment of new techniques and of new products has become 
largely professionalized, and initiation tends increasingly to 
come from below. For progress on the technological front, the 
chief executive must rely primarily on his choice of men and 
on the advice of his functional experts—not merely his 
engineers and chemists, but also his men in accounting, adver¬ 
tising, sales, and production. He still must approve the more 
important decisions, but farseeing veto or approval cannot 
create what is not there to approve. And even the approval 
may not reflect the independent judgment of the chief execu¬ 
tive so much as it does the consensus among his staff. These 
considerations apply, of course, not merely to the introduction 
of new products but also to the dynamics of price, marketing, 
labor, and other policies. Today, on all these matters, the 
chief executive’s most important contribution on the side of 
initiation is likely to come not directly but indirectly through 
his choice of men, the encouragement and stimulation he 
gives them, and on the breadth of vision he brings to the 
approval function. 


mission by American Telephone and Tel egraph Company on Commission 
Exhibit 1989, pp. 64 ff. 

Chrysler’s acquisition of the Dodge company is a good case in point. 
An interesting recent case was Sewell Avery’s reported initiation in adding 
certain new types of items to the line of Montgomery Ward. (New York 
Times, Apr. 26, 1940; Time , May 6, 1940.) The rapid expansion and 
adding of new lines by a food products company during the 1920’s was 
generally attributed to a group of men—including the chairman, president, 
several other officers, and a banker member of the board. (Interview 
and Fortune, October 1934, pp. 122, 124.) See also pp. 92-93, below, on 
initiation of expansion programs by chief executives. 
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DECISION-MAKING BY EXECUTIVES: NON-OPERATING 
DECISIONS 

As we have already indicated, there is likely to be less 
delegation of authority in the case of non-operating decisions 
than in the case of those which we have been discussing thus 
far. This holds for both initiation and approval. 

The least amount of delegation is generally found in finan- 
cial.^decisions. These include approval of appropriations, 
determination of capital structure, and decisions regarding the 
raising of funds, reinvestment policy, and similar matters. 
Financial expediency, even in the large successful company, 
is a paramount criterion for any type of action, 55 a criterion 
which ordinarily outranks that of profitability. As a result, 
those with the greatest power in the corporation—the chief 
executive and the directors if they are active—are more likely 
; to devote their attention to the financial aspects of the com- 
! pany’s affairs than to any other. This is not always true, and 
of course chief executives do not occupy themselves exclu¬ 
sively with financial questions. But there is a strong financial 
tinge to the activities of many chief executives. 56 

In all companies studied, approval of. major acquisitions 
(of other firms) and of internal expansion went at least as 
high as the chief executive. 57 Normal procedure in the case of 

M By financial expediency we mean the judging of any policy in terms 
of financial criteria—liquidity, availability of funds if borrowing is neces¬ 
sary, and so forth. 

M The following, by a leading student of management, is of interest. 
The function of finance, as distinct from other management functions, “is 
concerned with the provision and allocation of capital. As such it is out¬ 
side the province of management proper. . . . Management is concerned 
only in the use of capital, not in its provision.” (Oliver Sheldon, The 
Philosofhy of Management (1923), p. 52.) This is a narrow view of the 
role of management in the large corporation, a view which does not accord 
with the facts, at least among many large corporations in this country. Top 
management must concern itself with raising funds as well as with using 
them. 

#T We include decisions regarding expansion in this discussion of financial 
policy because financial considerations are likely to play the dominant role 
when they come up for approval, both because of the size of the appropria¬ 
tions involved and because they overlap such purely financial decisions as 
those dealing with reinvestment of earnings, flotation of securities, dealings 
with bankers, and so on. 
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internal expansion was for plans to be formulated by opera¬ 
ting executives, perhaps in conjunction with the engineering 
staff and a financial vice president or treasurer, and for the 
matter then to go to the chief executive for approval. Final 
approval might come from the latter alone or from a formal 
committee or from informal discussion between the chief 
executive and one or more staff officers. 08 Usually large 
appropriations were considered by the board also, but in most 
of the cases studied approval by the board as a whole was 
nominal. 09 Whatever the method of origination, the chief 
executive always exercised, individually or with others, an 
active veto over internal expansion policy. 

In the matter of e xterna l expansion, through acquisition by 
purchase, the chief executive is frequently initiator, as well as 
often approver of his own plans. In a number of the com¬ 
panies studied, the president or chairman was responsible for 
the important acts of acquisition during his tenure of office. 80 

" In the case of a large soap manufacturing company, for example, 
expansion programs often came up from below and were approved by the 
president and an administrative committee of executives. In one of the 
larger companies manufacturing tires and other rubber goods, expansion 
plans similarly came up from department heads j in this case, the final 
decision was made jointly by the president and the financial vice president. 
(In several other cases, a financial vice president played an important role 
in determining financial policy.) Similar procedures exist in numerous other 
industrial companies, and also in the railroads and public utilities. One 
interesting case concerned a food products company in which committee 
action was important in all types of policy formation. Plans for internal 
expansion were recommended by the company’s merchandising and manu¬ 
facturing committees and were approved in principle by the president (who 
was not very active), but final approval came from an “advisory com¬ 
mittee” of top executives, who had to pass the appropriation involved. The 
members of this committee constituted a majority of the board of directors. 
In one of the best known public-utility systems, the subsidiaries submit 
estimates of their capital needs, which are approved first by the operating 
vice president and then by the president of the parent company. After this 
the president, financial vice president, and comptroller consider the problem 
of securing the necessary funds. 

"But in a minority of the cases studied a standing committee of the 
board exercised a real veto over appropriations. 

" “Responsible” in the sense of initiating and carrying through the 
acquisition. Sometimes formulating external expansion plans is done by 
two or more executives, for example, the president and chairman. Fortune> 
speaking of the acquisition of the Corrigan, McKinney Steel Company by 
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In the majority of cases, the executive’s action seems to have 
required only nominal approval by the board. In some com¬ 
panies, however, a real veto power was held by an executive 
or finance committee which could have overruled the chief 
executive’s action. In the railroad consolidation moves of the 
twenties, acquisition of the securities of other lines was, in 
many instances, apparently initiated, planned, and put into 
effect by railroad executives. 61 In the majority of the cases 
studied, there is little indication that the boards of directors 
of the acquiring railroads played an active role in either 
initiating or approving the acquisitions. 62 Responsibility for 
these purchases—many of which cost the stockholders of 
the purchasing companies dearly—seems to have rested pri¬ 
marily with the dominant executives of the companies in¬ 
volved. 68 

In determining the financial advisability of expansion, as 
well as in handling such purely financial matters as plans to 
raise funds, deciding on the nature of new security issues, 
dealing with bankers, and so on, a division of responsibility 
sometimes occurs at the top of the management organization. 
A company may have two ranking officers, for example, a 
chairman and a president—the former being responsible for 
financial policy, the latter, for operating decisions. Sometimes 

the Republic Steel Corporation, stated: “. . . the whole transaction, from 
the original idea to the final vote was the work of Mr. Girdler [then presi¬ 
dent and chairman] . . .” ( Fortune, December 1935, p. 152). Whether 
this was completely true, in view of the existence of influential minority 
interests which might exert a real veto power in this company, the writer 
cannot say. But it certainly would describe the process of initiating and 
approving important acquisitions by many chief executives. The statement 
is probably approximately true for the Republic Steel case, also. 

“This was not true of the Van Sweringen railroads, whose acquisitions 
(such as those by the Chesapeake and Ohio) were planned by the Van 
Sweringen brothers working through a series of holding companies. 

* However, individual directors occasionally played an important role. 
See notes on pp. 136, 199. 

w See the various reports of the “Wheeler Committee.” Senate Com¬ 
mittee on Interstate Commerce, Investigation of Railroads, Holding Com¬ 
panies, and Affiliated Companies, S. Repts. 25 and 1182, 76 Cong. 1 and 3 
sess., (various parts bearing different subtitles)} also Fortune, June 1926, 
pp. 138-40. 
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it is a chairman of the finance committee, or the finance com¬ 
mittee itself, that takes over final responsibility for financial 
policy. 64 In a few companies studied, financial policy appar¬ 
ently originated with a vice president and was approved 
jointly by the vice president and the chief executive. But in 
all cases, whatever the organization for approval at the top of 
the management hierarchy, financial decisions did go all the 
way to the top for approval. 

Dividend and reinvestment policy represents another finan¬ 
cial problem in connection with which the chief executive 
plays an important, frequently the dominant role. There is 
almost no delegation to subordinate officials, although some¬ 
times a financial vice president or an advisory group of top 
executives may help the chief executive formulate dividend 
recommendations. The chief executive’s recommendations are 
nominally subject to approval by the board of directors, but 
in practice boards in these large companies do not usually ex¬ 
ercise the active control over dividend policy with which the 
textbooks credit them. The board itself seldom recommends a 
dividend but rather acts on recommendations brought to it by 
the chief executive or by a standing committee of the board 
(in whose deliberations the chief executive ordinarily plays 
an important role). 85 

“The finance committee of the board In the du Pont company may play 
such a role. In the United States Steel Corporation after Taylor’s reorgani¬ 
zation, operating policy was largely determined by the president with the 
assistance of a management committee, and, as we have seen, there was 
also both a chairman of the finance committee and a chairman of the board. 
Final approval of financial policy seemed to rest with the three top execu¬ 
tives and the finance committee itself. 

“In one company, dividend recommendations were made by the presi¬ 
dent, with the advice of a financial vice president and certain members 
(chiefly bankers) of the board. In another company, dividends were 
recommended by a formal group consisting of the president, chairman, and 
vice chairman. In a third company, the chairman, with the advice of a 
committee of officers, made dividend recommendations. In none of these 
cases did the board seem either to initiate or to exercise a real veto power 
over dividend proposals made by the chief executive. To cite another 
example, there is not much doubt that the stockholders of American Tele¬ 
phone and Telegraph owe the generous treatment that they have received 
to the dividend recommendations made by the president of the company, 
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Decisions affecting organization of the firm as a whole are 
also almost certain to go to the chief executive for approval 
and may be initiated by him. Mattery of financial organiza¬ 
tion have already been mentioned. Decisions affecting man¬ 
agement organization will be considered in connection with 
the co-ordination function of the chief executive. Decisions 
affecting legal organization—for example, attempts at cor¬ 
porate simplification—are also apt to be made—perhaps 
initiated, and nearly always approved—by the chief execu¬ 
tive. 66 Frequently initiation in these matters comes from the 
company’s counsel or a financial vice president. The game of 
creating and destroying subsidiary corporations (as legal 
entities) for particular purposes may be largely played within 
the confines of the legal department, but important changes 
in this respect are fairly certain to go to the chief executive 
for approval. 

Labor matters are being handled by chief executives to an 
increasing extent. A good many important decisions regard¬ 
ing working conditions, terms of bargaining, and wages have 
been initiated in recent years by the chief executives of the 
companies studied. In practically all companies considered, 
significant labor decisions had to be approved by the presi¬ 
dent, and in a number of cases the main lines of the com¬ 
pany’s labor policy had been originated by the chief execu¬ 
tive himself. Important acts of initiation on labor matters 
that originated at the top included the present anti-closed- 
shop policy of a large merchandising concern, collective bar- 

although the board, of course, had to approve these recommendations. In 
another large public utility, it was stated, decisions regarding dividends and 
reinvestment of earnings were initiated by the chairman, though members 
of the board were free in expressing their opinions. 

In at least two of the companies studied, the chief executive did not play 
an active role in the making of dividend decisions, and other cases of this 
sort undoubtedly existed also. In several companies, a finance or executive 
committee either initiated dividend recommendations or exercised an active 
and real veto over proposals submitted by the chief executive. 

“For example, the moves toward greater corporate simplification in 
United States Rubber and Pacific Gas and Electric were largely motivated 
by the chief executives of these companies, F. B. Davis and James Black. 
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gaining with the C.I.O. by “Big Steel,”” continuation of the 
40-hour week by a large public utility after N.R.A., and the 
terms of settlement reached by the steel and automobile com¬ 
panies in the labor difficulties of 1936-37” 

Almost of necessity, a good deal of initiation and approval 
with respect to labor matters comes from below. By the very 
nature of the case, initiation of many important labor deci¬ 
sions must come from the director of the personnel depart¬ 
ment, the heads of operating departments or subsidiaries, or 
from men at yet lower levels of authority. Even final ap¬ 
proval on matters of vital interest to the working force may 
on occasion come from these men rather than from the chief 
executive—for example, determination of wage scales in par¬ 
ticular plants or subsidiaries, setting up of employee welfare 
plans, and so on. In cases in which approval of the chief 
executive is necessary, the opinion of the official directly in 
charge of labor matters may be decisive. But there is clearly 
more of a tendency for the chief executive to assume respon¬ 
sibility for important labor matters than was true ten or 
twenty years ago. Even in companies in which approval is 
mainly delegated by the chief executive, centralization of 
authority over labor matters in the hands of a specialist at 
the vice president’s level is fairly common. 

In the matter of public relations and dealings. with the 
government, chief executives, are assuming an increasing 
amount of responsibility. Public relations matters are more 
likely to come to them for approval than was the case 
twenty years ago, and decisions on these matters are much 

"See Ten Years of Steel, address by Myron Taylor to the 1938 stock¬ 
holders meeting of United States Steel Corporation} also Fortune, May 
1937, PP- 91 ff. Gary was in good part responsible for the company’s labor 
policy during his tenure. See Cotter, United States Steel: A Corporation 
with a Soul, pp. 4, 139, 246 ff. 

In some of these cases, for example, one automobile company and one 
steel company for which the writer has unpublished material on negotia¬ 
tions at that time, final decisions were truly group decisions, shared in by 
two or more executives. 
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more likely to originate at the top than was true then.'* The 
greatest emphasis on public relations is probably still found 
among the public utility companies. In a large and successful 
operating company on the West Coast, for example, assump¬ 
tion of responsibility for public relations policy was con¬ 
sidered particularly to be one of the president’s main jobs. 
Mr. Willkie’s activities in Commonwealth and Southern seem 
also to have emphasized public relations. Among industrials, 
the revised 1938 by-laws of United States Steel make the 
chairman responsible for public relations. General Electric’s 
allocation of responsibility—sales and operations to the presi¬ 
dent, finance and public relations to the chairman—is well 
known. 70 

In a large number of cases, however, decisions concerning 
public relations do not go above a vice president, except when 
the issue involved is vital. Many decisions originate in the 
lower levels of authority and secure their final approval from 
a director of public relations, an assistant to the president, or 
a vice president. In the case of neither public relations nor 
labor problems do matters so universally go to the chief 
executive as is the case with financial decisions, although they 
are more likely to go to the chief executive today than 
formerly. Where public relations and labor problems are 
handled by subordinates, the latter are more apt to be func¬ 
tional specialists with a relatively higher degree of authority 
than was once the case. 

It is difficult, and often purposeless, to make a distinction 
between the function of handling public relations and that of 
dealing with government agencies. The former is frequently 

"The tendency toward increased emphasis on public relations began 
before that on labor problems. The railroads and utilities have been ap¬ 
preciating the importance of public relations ever since the first reper¬ 
cussions of a “public be damned” attitude began to make themselves felt. 
A marked increase in emphasis on public relations problems in many fields 
came during the 1920% and again after 1933. 

But, of course, a good deal of initiation and even approval would take 
place at lower levels of authority in these companies. 
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a means of dealing with the latter. Probably most public rela¬ 
tions work of the utilities, for instance, is aimed at affecting the 
attitude of regulatory agencies and legislatures. In some cases, 
however, the distinction is significant. Guidance of negotiations 
with governmental bodies is also likely to fall within the 
chief executive’s province, although the details of actual ne¬ 
gotiations may be left to subordinates. Sometimes the chief 
executive enters into the actual negotiations, as in arguments 
over proposals for rate changes, lobbying for or against pend¬ 
ing bills, negotiations regarding important tax rebates or 
assessments, and so on. 

Labor, the public, and the government are three of the 
most important groups affected by the large corporation. 
Wherever a powerful interest group exists, the chief execu¬ 
tive is likely to reserve for himself the direction of relations 
of the firm with that group. This holds for bankers and 
other financial interests, large minority stockholders, im¬ 
portant customers or competitors, and so on. The increasing 
tendency for the chief executive himself to handle public 
or labor relations can very largely be explained by saying 
that the power of the interest groups involved here has in¬ 
creased substantially in recent years. 



CHAPTER V 


THE EXECUTIVE GROUP AND THE PROBLEM 
OF CO-ORDINATION 

With the diffusion and specialization of decision-making 
outlined in the preceding chapter, how does the large cor¬ 
poration ensure that the activities of its executives are ade¬ 
quately co-ordinated and that particular decisions are 
grounded on a sufficiently broad familiarity with the problems 
of the business as a whole? Two tendencies are particularly 
important in this connection: the wide use of the committee 
system and the increasing emphasis which the chief executive 
places on the co-ordinating aspects of his job. 

GROUP ACTION IN DECISION-MAKING 

As a matter of fact, the prevalence of group, instead of 
individual, action is a striking characteristic of management 
organization in the large corporation. In many cases, com¬ 
mittees of executives have partially supplanted individuals in 
the formulation and approval of major decisions, and they 
frequently share with the chief executive the exercise of the 
final co-ordinating function. 1 Such committees of operating 
executives are generally more important in the process of 
decision-making than are the better-known standing com¬ 
mittees of the board of directors, despite the fact that the 
latter are much more often advertised on the pages of the 
companies’ annual reports. Even where formal management 
committees do not exist, group action frequently takes place 
through the medium of informal conferences, out of which 
may emerge decisions which are the product of no single 
individual.* 

‘A discussion of committee organization in large-scale enterprise will 
be found in P. E. Holden and others, T op-Management Organization and 
Control , pp. 59-73. 

* See TNEC, Bureaucracy and Trusteeship in Large Corporations , Mono¬ 
graph No. ix, p. 26. 
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Management committees are ordinarily of two kinds: the 
functional committee and what may be called the general 
management committee. A company may have several func¬ 
tional committees, each confining its attention to a particular 
type of activity—production, engineering, marketing, and 
so on. Such committees usually have limited authority and 
are normally located one or more grades below the chief 
executive. General management committees, on the other 
hand, are usually made up of the chief operating officer and 
other major executives. These committees do not confine 
themselves to particular functions and usually possess a good 
deal of authority. In many cases, final approval of (not 
necessarily all) major decisions comes from such a group 
rather than from the chief executive as an individual.® 

Examples of functional committees have already been 
mentioned in connection with the introduction of new prod¬ 
ucts. Thus, in one company, new products were initiated in a 
“new work” committee} in another, by a research committee. 
The latter company also had committees for manufacturing, 
merchandising, advertising, auditing, and investments. All 
of these were subordinate to a general executives’ committee, 
called the advisory committee, which as a group had great 
power. 4 Numerous other examples could also be mentioned.® 
In general, these functional committees handle routine man¬ 
agement problems and initiate more important decisions, 
which are then referred to those higher in authority for ap¬ 
proval.* 

* General management committees may also exist in subsidiaries or de 
partments devoted to particular products. In such cases their authority is 
more limited than that of the general management committee of the parent 
company’s major executives, and their activities concern only the particular 
department involved. 

* Information supplied by the company. The most important functional 
committees were those for merchandising and manufacturing. 

*See Holden and others, To f-Management Organization and Control , 
pp. 66-73. 

Some companies have a system of periodic conferences, which are in 
addition to or a substitute for standing committees. Such conferences are 
ordinarily held when departments or subsidiaries are widespread geo- 
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The most interesting exception to the rule that functional 
committees have limited powers was probably found in the 
case of General Motors Corporation. In this company, there 
were eight so-called “policy groups,” which stood, in the 
company’s organization, immediately below the policy and 
administration committees. 7 There was a policy group for each 
of the following: distribution, engineering, manufacturing, 
public relations, labor relations, overseas operations, execu¬ 
tive personnel, and finance. 8 These groups “were set up to 
deal with ‘policy formation’ in each of the important func¬ 
tional activities of the Corporation. .. .” 9 

More important than functional committees ordinarily are 
what we have called “general management committees.” 10 
They bear various titles: “executive council,” “advisory com- 


graphically. We have in mind here not so much the usual form of “get- 
together,” the purpose of which is to maintain an esprit de corps and to 
stimulate effort, but rather the sort of conference of functional specialists 
which exercises an active initiating, if not an approval function. In the 
American Telephone and Telegraph Company, a number of such con¬ 
ferences are held. They include, among others, separate series of conferences 
on public relations, rates, legal matters, personnel, plant engineering, other 
engineering problems, general operations, management problems, and 
commercial (sales) matters. See FCC, Report on the Investigation of the 
Telephone Industry in the United States, p. 116. 

7 The latter two committees supplanted the old finance and executive 
committees of the board in 1937. See the company’s annual report for that 
year and New York Times, May 4, 1937. 

# See the organization chart in Fortune, April 1938, p. 76. An organiza¬ 
tion chart prepared by the company in September 1940 listed also policy 
groups dealing with “social and economic trends” and “production sched¬ 
ules.” 

* Annual report of the company for 1937. The report continues: “The 
purpose of these groups was to promote a better operating technique in the 
functional activity with which each was to deal, and out of such better 
operating technique were evolved forward operating policies to govern 
administration. The fact cannot be denied that as a result of this plan, 
progress was importantly stimulated.” According to Fortune, “General 
Motors’ real instrument panel is the series of Policy Groups—small com¬ 
mittees, each of which is composed of several operating executives plus at 
least one member of the important Policy Committee. These groups, and 
indirectly the Policy Committee, review all executive plans that call for 
fresh capital outlay or major changes in design.” ( Fortune , April 1938, 
p. 7 <•) 

"For some discussion of this type of committee, see Hclden and others, 
T of-Management Organization and Control, pp. 22 ff. 
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mittee,” “administrative committee,” and so on. Normally 
these committees are made up of the president or chairman 
and other top-management officials. Some but not neces¬ 
sarily all of these executives are usually also members of the 
board. Such committees, where they are active, operate in one 
or more of three capacities: as group advisers to the chief 
executive, as collective initiators of decisions to be approved 
by the chief executive, or as an independent approving and 
co-ordinating body. In practice the advice of these groups, 
even when they serve in an advisory capacity, is often tanta¬ 
mount to final approval. 

Frequently these committees are relatively small compact 
organizations whose membership does not extend below the 
vice president’s level. Thus in the company mentioned on pp. 
58-59, the executive council was made up of the nine chief 
officers. In a large soap company, there was an administration 
committee of the president, comptroller, and the various 
vice presidents. In a prominent steel company, a committee 
of the chief executive, three vice presidents, and the sales 
manager met every Saturday morning. 11 The smaller the 
group and the more it is made up of top executives, the more 
active and powerful it is likely to be. But larger groups also 
may be very influential. In a rubber company, an important 
operating committee included the top executives of the parent 
company but also the heads of departments and subsidiaries. 
A prominent automobile company, even when its founder 
was alive, had a formal operating committee of 26 executives 
whose unanimous decision was final. 13 

Committees of this general management type are also 
found among the public utilities and, to a less extent, ap¬ 
parently, among the railroads. 13 Each of the major operating 

u Fortune, September 1933, p. 55. In Bethlehem Steel, a small group of 
key executives, chiefly the president and vice presidents, were reported to 
meet daily. Testimony of Eugene Grace, TNEC Hearings, Pt. 19, p. 

i°|86. 

52 Information supplied by the companies concerned. 

12 In a large eastern railroad, for example, the president conferred every 
Monday with his vice presidents. This group did not constitute a formal 
committee, however, and no votes were taken. 
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utilities studied had such a committee, usually made up of 
the president and the various vice presidents. Not all were 
equally active or possessed of the same degree of power. 

The stronger and more active of these committees meet 
frequently. Two thirds of those for which information was 
available convened weekly. One met daily; none less often 
than twice a month. 

Problems considered usually range over such fields as pro¬ 
duction, engineering, sales, prices, labor relations, and new 
products and processes. 14 Financial and legal matters are 
frequently not included. Many of the general management 
groups might be (and sometimes are) called “operating” com¬ 
mittees. That is, they deal with “operations” as distinct from 
financial, legal, and public-relations matters. This is not al¬ 
ways the case, however. In a food products concern already 
mentioned, the chief management committee approved ap¬ 
propriations and otherwise had taken over many of the func¬ 
tions of a relatively inactive president. 15 In another food 
products company, an informal committee of the three sons 
of the founder (all officers), the president, and the treasurer 
acted as a powerful policy-making group concerning prac¬ 
tically all aspects of the company’s operations. 

A variation of the general management committee exists in 
such companies as du Pont, Standard Oil (New Jersey), 
and, to some extent, United States Steel (through a manage¬ 
ment subsidiary). In these companies, the management com¬ 
mittee is officially a standing committee of the board of di¬ 
rectors. (In United States Steel, it is a committee of the di¬ 
rectors of the management subsidiary.) In all these cases, it 
is called the executive committee. It should be emphasized 
here that we are not referring to all executive committees— 
many boards have them—but only to those, made up com¬ 
pletely of full-time executives, which continuously and actively 

14 Thus, in General Motors, “All operating responsibilities, except those 
of a strictly financial and legal character, were transferred to the jurisdiction 
of the Administration Committee.” Annual report for 1937. 

18 Information supplied by the company, which stated tha* all important 
matters are referred to this committee for final decision. 
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exercise some part of the leadership function. 18 In the du Pont 
company, the executive committee, made up of the presi¬ 
dent and eight vice-presidents, was an active approving and 
co-ordinating body, meeting weekly. 17 In the Standard Oil 
Company, all directors were officers, 18 but, in addition, there 
was an executive committee of certain members of the board 
which met daily. This committee exercised an active co-ordi¬ 
nating control over subsidiary companies. 19 (The parent is 
a pure holding company.) In the case of United States Steel 
Corporation, members of the committee were officers of either 
the parent company, the management subsidiary company, or 
operating subsidiaries. This committee and the officers of the 
management company dealt primarily with co-ordinating pro¬ 
duction, purchases, sales, and labor relations—but not to any 
considerable extent with finance, public relations, or certain 
other broad problems handled by the officers and finance 
committee of the parent company. 20 

In addition to joint action through formal groups, the 
informal conference is a practically universal means of secur¬ 
ing collective decision-making. In a rubber company and in 
an automobile concern, for example, the president and a finan¬ 
cial vice president made many decisions together. The presi¬ 
dent and an active chairman, or the president and an execu¬ 
tive vice president, may work out many problems together. 

n There were, in addition, a number of companies in which officers con¬ 
stituted a majority of the executive committee. 

17 See annual report of E. I. du Pont de Nemours and Company for 
19375 also a case study prepared by the Harvard Business School. 

“ Not all of the directors are called officers, but those who are active 
are full-time, salaried, working- officials. In the word? of W. S. Farish, the 
company’s president, “We have 10 board members, two of which are 
inactive. We have eight members of the board, and it is a working board 
and everyone of them is there every day, and everyone of them has a 
definite, particular job.” (TNEC Hearings, Pt. 17, p. 9665.) This testi¬ 
mony was given in 1939. 

,# See annual reports for 1934-375 The Lamf (published by the com¬ 
pany), October 19275 and Fortune , June 1940, pp. 62-63. See also TNEC 
Hearings, Pt. 17, p. 9665. 

“See New York Times , Dec. 9-10, 19375 Fortune , March 1940, p. 150. 
Some evidence on how the responsibility for price decisions was shared 
among these officials is given in TNEC Hearings, Pt. 19, p. 10485. 
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Frequently, when individual matters are brought to a chief 
executive’s attention, the final decision in each case is the 
joint product of the chief executive and the particular subor¬ 
dinates who are consulted. In many such cases, the fact that 
the superior officer has a final veto power is less important 
than the fact that in the exercise of that power the opinion of 
the subordinate carries great weight. Such meetings of minds, 
between superiors and subordinates or between men on the 
same level of authority, take place continuously in almost 
any company. This sort of informal group action permeates 
the entire management organization in practically all large 
corporations, and out of such meetings of minds many group 
decisions emerge. 

The prevalence of formal management groups, as well as 
the even greater prevalence of informal group action, is inti¬ 
mately related to the size of the large corporation and, as we 
have mentioned, to the increasing specialization of manage¬ 
ment operations. The magnitude and complexity of large- 
scale business lead to the attempt to substitute group for 
individual responsibility and to a need for the exchange of 
opinion among specialists and for formal or informal organi¬ 
zations through which such exchange of opinion may crystal¬ 
lize into a group will. In this way, all aspects of a problem are 
carefully analyzed before decisive action is taken. 

The results of these tendencies seem to be very much what 
we should expect—greater caution, frequently more red tape, 
but often also more rational handling of management prob¬ 
lems and better co-ordination at the lower levels of authority. 
A partial corrective is found in committee action for the too 
narrow vision of functional specialists, but collective action 
also loses some of the dynamic quality that can characterize 
the decisions of the individual executive with adequate re¬ 
sponsibility. 21 Committees of executives are likely to make 

11 Out of the committees of specialists may come constructive suggestions 
that might have occurred to no single individual in the absence of group 
discussion. In so far as this is the case, a committee may exercise a part of 
the initiating function that might otherwise have been lost. 
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fewer serious mistakes than single executives acting in their 
individual capacities, but they are also likely to make fewer 
brilliant decisions. In general, such group action interferes 
with clear-cut allocation of responsibility that supposedly 
characterizes better management organizations. 

Despite these limitations of group decision-making, par¬ 
ticularly on the formal plane, the committee system in man¬ 
agement serves an important and useful function. In some 
companies, such as General Motors, it has apparently been a 
substantial success. Much depends on the choice of men, the 
kind of leadership provided, the manner in which responsi¬ 
bility is allocated, and similar factors. Properly organized 
and led, committees can provide an invaluable, though 
probably not a complete, antidote to the narrowness that 
comes from specialization. 

THE CHIEF EXECUTIVE AS CO-ORDINATOR 

With the diffusion of decision-making in the large firm, 
the chief executive must above all be a co-ordinator. While 
the foreman, the mill superintendent, or the sales manager 
may perform a co-ordinating function with respect to the 
particular segment of the enterprise over which he has juris¬ 
diction, the co-ordination that we are interested in—that is a 
part of the leadership function—is the residual co-ordination 
that applies to the enterprise as a whole. This is exercised at 
the apex of the organizational pyramid. There must be some 
single authority (not necessarily a single individual) to 
establish objectives, to interpret subordinates’ decisions in the 
light of these objectives, to reconcile internal conflicts, and 
generally to accept final responsibility for maintaining a 
smoothly running organization. 

This function, despite the textbooks on management, is 
performed much more often by the chief executive than by 
the board of directors as a whole. The board or one of its 
committees may assume the co-ordinating role, but this is not 
typical. If the internal organization of the large corporation 
is pictured as a pyramid, the apex is reached ordinarily in the 
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man who is in fact the chief executive. The lines of authority 
branch out below him. Above him no further co-ordination is 
usually necessary. The board of directors or a committee 
of the board may share the co-ordinating role with the chief 
executive. This is not uncommon. But in the typical case of 
the relatively passive board, we do not find above the chief 
executive a superior, active, and independent co-ordinating 
authority. 22 Where, however, the board exercises an active 
approval function, even if only on certain types of matters, 
the chief executive’s co-ordination is not final and complete. 
A residual element of co-ordination rests with the board 
(or perhaps a committee), though the chief executive may 
share in such final co-ordination through his membership in 
the group. 28 

Let us examine the co-ordinating activities of the chief 
executive in terms of the following functions: selection of top 
personnel and of the board of directors, maintenance and 
improvement of internal organization, maintaining and inter¬ 
preting broad objectives through the use of his approval func¬ 
tion, the exercise of personal leadership, and discovering and 
correcting defects in organization and policies throughout the 
enterprise. 

Choice of personnel in the higher executive brackets is 
nearly always a function performed by the chief executive. 

23 How active or passive boards of directors are in the large corporation 
is considered at length in the next chapter. 

88 Since co-ordination includes the 'possession of authority, and since the 
board possesses an authority superior to that of the chief executive (even 
though it may not use it), one might say that the board always shares 
the co-ordinating role with the chief executive—the latter being the active 
co-ordinator, the board providing the passive co-ordination through its 
possession of final authority. (Stockholders may be excluded from considera¬ 
tion unless they have some means of making their authority effective i other¬ 
wise their authority is merely nominal.) The procedure we prefer—in the 
case of a passive board—is to consider the board’s authority to have been 
shifted to the chief executive by default, or by management’s control of the 
proxy machinery. 

It might also be said that the chief executive exercises an active co¬ 
ordinating function contiuously; the board’s co-ordinating role is ordi¬ 
narily passive though it may become active sporadically (at which time 
final co-ordination shifts from the chief executive to the board). 
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He both initiates and approves. The board’s approval may be 
necessary, but this is usually nominal. In a large merchandis¬ 
ing concern, the internal reorganization instituted by a new 
chief executive involved as a principal element the selection of 
new major executives. 24 In American Telephone and Tele¬ 
graph Company, selection of the chief executive officer of the 
subsidiary companies has apparently been the responsibility 
of the president of the parent company. 25 In the writer’s con¬ 
versations with top corporation executives, the latter have 
uniformly stressed the importance of the wise choice of chief 
subordinates as a significant element in effective business lead¬ 
ership. 

Responsibility for executive personnel usually involves also 
determination of executive compensation. The need of main¬ 
taining an effective organization through the provision of 
adequate incentives makes the problem of executive compen¬ 
sation an intrinsic part of the co-ordination function. In some 
companies, the chief executive assumes sole responsibility for 
determining salaries, the nature of the bonus plan if one 
exists, and the allocation of the annual bonus fund among 
those participating. 20 In other cases, a special management 
committee or committee of the board assumes this function. 

“See Fortune , January 1935, p. 76. 

* FCC, Investigation of the Telephone Industry in the United States , 
p. hi. See also the same, pp. 111-14. An extract of a letter from President 
Gifford to Vice President Page in April 1930, reproduced in the same 
source, reads as follows: “Yesterday I asked Carter if he would come on 
and take Hall’s job and he is thinking it over. I expect him to accept. If he 
does, I have decided to make Eide president of the Ohio Bell and Carroll 
president of the Indiana company.” The same, p. 111. 

“in one large company, the size of the total bonus and the terms of its 
allocation among the major executives were recommended to the board by 
the president. The board’s approval was apparently nominal. For officers 
below the rank of vice president, the president determined compensation 
without approval by the board. The board determined the president’s 
salary. (Information supplied by the company.) In a food products con¬ 
cern, the president fixed his own salary and that of the other major 
executives. (Information supplied by the company.) American Tobacco’s 
well-publicized bonuses were determined by the president, G. W. Hill. 
See Fortune, December 1936, p. 975 Time, Mar. 11, 19405 New York 
Times , Feb. 11, 19335 and pamphlet issued to stockholders in 1933. 
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Where this is so, the chief executive is likely to play a leading 
role in arriving at the final compensation schedule.* 7 

The chief executive may be responsible for selecting not 
only officers but also directors. Among large companies in 
which no particular outside interest group stands out as 
having great influence, it is more accurate to say that the 
chief executive (and his associates) choose the directors than 
that the directors choose the chief executive. Such companies 
are frequently spoken of as being “management controlled.” 
This type of control, management’s ability to choose directors, 
depends on the diffusion of stock ownership and the ability of 
management to control the proxy machinery. In a substantial 
number of the companies studied, the chief executive gave 
much thought to the make-up of his board of directors and 
actually exercised the final power of approval over the choice 
of directors.*® 

Numerous chief executives spend a great deal of time on 
the organizational aspects of the co-ordination problem. 
Involved here are the determination of the main lines of 
management organization and the establishing of procedures 
(reports, records, cost systems, and so forth) to ensure that 

" In one company a committee of three major executives (but not in- 
eluding the chief executive) determined salaries. The chief executive was 
“consulted.” Salaries of more than $25,000 went to the finance committee 
for (probably nominal) approval. (Information supplied by company.) 
In another company, a committee of certain members of the board, the 
president, and the chairman determined salaries. The latter two did not 
participate in fixing their own compensation. (Information supplied by 
company.) In one automobile company, the finance committee determined 
salaries (information supplied by company), but the initiation probably 
came from the two top men in management. In General Motors, a few years 
ago, bonus awards were made by “the Finance Committee on recommenda¬ 
tion by the President of the Corporation” (Annual report, 1935). This 
was before the old finance committee was eliminated. 

*The case of American Telephone and Telegraph has been frequently 
cited. (See FCC, Investigation of the Telefhone Industry in the United 
Stately pp. 97-100.) A similar situation was found in most of the other 
utilities studied, in several railroads, as well as in a number of industrials. 
Frequently if not usually, in the choice of directors, the chief executive 
worked closely with his advisers among both the executives and the di¬ 
rectors. Frequently, also, he was more or less forced to give representation 
to particular groups—though not necessarily large individual stockholders. 
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delegation does not mean loss of contact among the various 
levels of the organization. The determination of the organi¬ 
zational framework involves the allocation of responsibility 
and authority among subordinates, decisions as to the use of 
committees, determination of the degree of specialization 
among executives and the means of securing adequate co¬ 
ordination among them, and so on. In short, the chief execu¬ 
tive must offset the difficulties that arise from delegation by 
establishing the general lines of the framework within which 
delegation takes place. 

One interesting example of a chief executive’s emphasis on 
organization has been the work of Alfred Sloan in General 
Motors. The complex but apparently smoothly functioning 
organization in that company seems largely to have been due 
to him, with respect to initiation as well as approval. The 
changes which were formalized in 1937 were evidently at 
his initiation. These included the substitution of the present 
policy and administration committees for the former finance 
and executive committees of the board and the establishment 
of the present so-called policy groups. More fundamental 
than the establishment of these formal bodies has been the 
gradual evolution of a system of combining operating 
autonomy by the various product divisions with a system of 
centralized planning and financial control from the top. A 
good part of Sloan’s time and effort during the 1920’s, from 
the time he became president, was apparently devoted to 
devising a system of organization that would ensure effective 
and smooth operation of the automobile giant which had been 
put together by W. C. Durant. 2 ® Similarly, a large part of 
the activities of Myron Taylor and his successors in United 

” A. P. Sloan, Jr., Adventures of a White-Collar Man (1941), pp. 134 ff. j 
Fortune , April 1938, p. 76, and December 1938, p. 41$ and annual reports 
of the company for various years. Sloan undoubtedly worked with others, 
particularly Donaldson Brown, in mapping changes in organization, and 
some of the original initiation in the early twenties may have come from 
the du Ponts. In this connection, see, for example, Fortune , April 1938, 
P- 75 . 
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States Steel Corporation seems to have been devoted to the 
problem of organization. 80 

The problem of creating (as distinct from maintaining) 
organization is particularly important in the case of a chief 
executive who has newly assumed his position. In addition 
to the work of Sloan and Taylor, numerous other illustrations 
might be cited, for example, the leadership of Zemurray in 
United Fruit, Davis in United States Rubber, Avery in 
Montgomery Ward, and H. M. Reed in American Radiator 
and Standard Sanitary. Also, when a chief executive con¬ 
templates retirement, he is likely to give much thought to 
problems of organization, to the creation of an organization 
that will aid his successor in carrying on (and probably, if 
his inner thoughts could be read, to providing a partial 
substitute for those qualities of leadership in himself which 
he believes his successor is not likely to have). 

Continuous use of the general approval function is one of 
the most important means of effecting co-ordination. De¬ 
cisions of subordinates may conflict. When this is so, the 
chief executive’s approval function becomes a means of co¬ 
ordination. Similarly, the chief executive must act as a 
“Supreme Court” in the interpretation of the company’s 
general policies and objectives. For this reason, decisions 
affecting matters of “general policy” usually go to the chief 
executive for approval. The role of the chief executive here 
includes not only the approval of decisions but also the deter¬ 
mination of what is “general policy.” 

In discussing the chief executive’s co-ordination through 
approval, what was said at an earlier point concerning the 
existence of group action in top management must be kept in 
mind. Final approval and co-ordination may be performed by 
two or more executives working together informally or-as a 
formal management committee, by the chief executive in 

“See Fortune, June 1936, pp. 113-14, and March 1940, pp. 64 ff.j 
New York Times, Dec. 9-10, 1937} Myron Taylor, Ten Years of Steel 
(address to stockholders at the 1938 annual meeting). 
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cooperation with a committee of the board, or by a com¬ 
mittee of the board alone (with the chief executive acting 
merely as a member of the committee). 81 Since co-ordination 
is a composite function, its elements may be shared in various 
ways. Where such sharing exists in fact, some residual 
authority must exist in a single person or group. It usually 
rests (again we are speaking of the de facto situation) with 
the chief executive or with a committee of the board. Where 
a management committee is active in exercising some aspect 
of the co-ordination function, a residual authority rests with 
the man who is chief executive. 

The element of personal leadership as a factor in co¬ 
ordination does not call for extended discussion. No chief 
executive can afford to ignore it. Emphasis on personal 
leadership constitutes recognition of what the economic theorist 
frequently ignores—that men, even profit-minded, “rational” 
executives in the higher ranks, are not in their economic 
activities merely thinking and working machines. Tempera¬ 
ment, jealousies, and the insidious virus of “palace politics” 
can find their way into any organization of human beings: 
a labor union, a church, a university faculty, or a group of 
corporation executives. Personal leadership consists in good 
part of avoiding these personal frictions and of inspiring 
loyalty. When this function is not exercised effectively, the 
job of decision-making by both the chief executive and his 
subordinates suffers. 32 

One of the chief executive’s important functions has thus 
far been only mentioned. In his capacity as a co-ordinator, 
he is also a “trouble-shooter.” He must be able to see weak¬ 
nesses in organization or in policies as they arise and to 

"Apparently a very important co-ordinating function is performed by 
the executive committee of Standard Oil Company (New Jersey). See 
p. 104 above, and Fortune , June 1940, pp. 62-63. 

** A management shake-up in a large oil company in 1933 seems in part, 
at least, to have been occasioned by personal frictions. In a prominent 
chemical company during the regime of a strong-willed chief executive, 
dismissal or resignation of important executives was a frequent occurrence. 
In a large merchandising concern, internal conflicts have led to a number 
of resignations in recent years. 
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su ££ est remedies. Like co-ordination in general, this is a job 
that is called for wherever there is organization. Both the 
foreman and the president are “trouble-shooters,” but the 
chief executive’s province is the enterprise as a whole. His 
function of discovering and diagnosing difficulties can best be 
included in this discussion of his role as a co-ordinator. 83 It 
could also be considered in connection with his role as an 
initiator of decisions. 

The appointment of a new chief executive, particularly 
after a period of unsatisfactory profits, may mean a consider¬ 
able period of “trouble-shooting” by the new appointee. 
Sometimes these cases involve temporary exercise of the co¬ 
ordinating function by an “outside control group.” A strong 
minority interest or a banking group, for example, dissatisfied 
with the results of one man’s leadership, may install a new 
chief executive to carry through whatever reorganization is 
necessary. 

Even after the period of initial changes at the beginning 
of his tenure, the chief executive is ordinarily forced to con¬ 
tinue his activities in recognizing difficulties and diagnosing 
their causes. Some part of this work can be and is normally 
delegated to subordinates in the higher brackets. Some of it 
is shared by a management committee. But the able and 
alert chief executive must take some responsibility here him¬ 
self. In this capacity, the chief executive acts continuously 
both as partial initiator and as co-ordinator through con¬ 
tinuous supervision of operating and financial results and 
through maintaining a flow of suggestions and recommenda¬ 
tions from himself to subordinates. On occasion, even when a 
business is operating smoothly, this continuous process of 
diagnosis may lead to major changes in organization or 
personnel. In such cases, some of the detailed diagnosis as 
well as the actual prescribing of remedies is likely to be 
carried out by the chief executive. 

* In view of the chief executive’s position at the top of the management 
pyramid, his analysis and remedying of defects may run very largely in 
terms of organizational relationships and personnel. As such, it is automati¬ 
cally included in the co-ordinating function as we have defined it. 
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THE ROLE OF THE EXECUTIVE 

Upon corporation officials, from the chief executive to sub¬ 
ordinate officers such as the sales or production manager, has 
devolved primary responsibility for the exercise of business 
leadership in the modern large corporation. Although there 
are exceptions, the general rule is that corporate executives 
as a group determine the volume and direction of investment 
in their firms; they set prices and formulate price policies; 
and, in general, they make the other important decisions 
which constitute the heart of what many economists call the 
entrepreneurial function—the function which we have called 
business leadership. To say this is not to deny the existence 
of the varying degrees of influence exerted by interest groups, 
nor is it to imply that boards of directors uniformly serve in 
merely an ornamental capacity. But in general—for the range 
of large corporations covered in this study—the leadership 
role of the executive cannot be questioned. 

At the head of the executive group stands the chief execu¬ 
tive. He is the key figure in management. Below the chief 
executive, decision-making is diffused through the entire 
executive group. Particularly important are the men who 
stand at the vice presidents’ level, just below that of the chief 
executive, but decisions of considerable significance for the 
firm as a whole may be at least initiated, and sometimes 
approved, by department heads and other subordinate officials. 

The function that we have called business leadership can¬ 
not be dissociated from what corporation executives loosely 
think of as “management.” With the increasing size and 
complexity of business and the consequent delegation of 
authority and responsibility, important parts of the composite 
function of decision-making come to be performed by men 
who not merely are not owners of their own businesses but 
are not even the executive heads. Particularly in such fields 
as the setting of individual prices, the control of production 
technique, and in similar operating problems, corporation 
officials in their capacities as more or less routine managers 
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initiate and, to a less extent, approve decisions important 
enough to enter into the leadership function. 

We have not yet investigated the leadership activities of 
directors and of the important outside groups which may be 
in a position to participate in decision-making or otherwise 
influence management. This we shall do in subsequent chap¬ 
ters. The findings of those chapters, however, will only add 
detail to and modify on particular points the implications of 
the preceding analysis. Of all the groups connected with the 
large corporation, the executive group far more than any 
other has come to perform the leadership function. Some of 
the broader implications of this fact will be discussed in our 
final chapter. 
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THE BOARD OF DIRECTORS 


In the broader of the two senses in which the word is 
used, “management” includes not merely the executives but 
also the board of directors. The board stands between the 
stockholders and the executive group. It is not expected even 
in theory to direct the affairs of a business in any detail, but 
it is supposed to exercise a broad supervision. This broad 
supervision presumably includes several types of activities: 
choice of the major executives (or at least the chief executive), 
establishment of general objectives, formulation of broad 
policies, a general appraisal of the operating and financial 
results of the firm’s activities, and distribution of profits. 1 
The chief executive reports to the board, and the board 
reports to the stockholders and—though its responsibilities 
here are very nebulous—to the community at large. 

This picture of the board’s place in corporate organization 
implies that directors as a group share with the executives in 
the exercise of active leadership. Such leadership by the board 
would include some initiation, approval or veto of the major 
decisions made by the chief executive, and some part of the 
co-ordination function. 

It is no secret of course that the board’s actual role in most 
large corporations is far different from the conventionalized 
picture given in the preceding paragraphs. The extent to 
which boards of directors have become inactive is indicated 
in part by the dissatisfaction expressed in many quarters with 
the role which the typical board now plays in the operations 

1 According to McKinsey, the functions of the board of directors should 
include: being responsible for establishing general objectives and major 
policies, determining the structure of organization and selecting major 
executives, and being responsible for general supervision of the activities of 
executives. J. O. McKinsey in W. J. Donald, ed., Handbook of Business 
Administration (1931), p. 39 a. See also G. E. Bates, “The Board of Direc¬ 
tors,” Harvard Business Review, Vol. 19 (1940), pp. 74-761 and P. E. 
Holden and others, To f-Management Organization and Control, p. 17. 
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of the large corporation. Does this mean that directors do 
not contribute to the job of leadership which needs to be done 
in the large firm? The answer is to be found in the organiza¬ 
tion and activities of the board, to a study of which we now 
turn. 


SIZE AND COMPOSITION OF BOARDS 
Among very large corporations, boards of directors vary as 
to size and as to the proportion made up of working execu¬ 
tives. The table below, covering the 155 giant corporations 


Size of Boards of Directors in 155 Large Corporations in 1935 s 


Number of Men j 

on Board 

Number of Companies 

Indus¬ 

trials 

Public 

Utilities 

Railroads 

Total 

6 . 

2 

2 

_ 

4 

7-8. 

3 

4 

2 

9 

9-10. 

16 

7 

3 

26 

11-12 . 

22 

4 

9 

35 

13-14. 

10 

8 

7 

25 

15-16. 

12 

4 

11 

27 

17-18. 

9 

3 

3 

15 

19-20. 

3 

1 

— 

4 

21 and over. 

7 

2 

1 

10 

Total. 

84 

35 

36 

155 

Average b (number of men).. 

13.9 

12.6 

13.4 

13.5 


• Based on annual reports and Poor’s and Moody’s investment manuals. In a 
few cases, data for 1936 were used. 
b Arithmetic mean. 


mentioned in Chapter II (p. 24), indicates the extent of 
the variation in size at the end of 1935. Four companies 
had boards of as few as six men. At the other extreme, both 
du Pont and General Motors in 1935 had boards of at least 
35 men, and, in all, 10 companies had boards of more than 
20 men. The average (arithmetic mean) for all 155 com¬ 
panies was 13.5 men per board, and this seems to represent a 
reasonably typical figure. 2 Groups much larger than this are 

‘The median was 13 men per board. Eighty-seven companies, 56 per 
cent of the total, had boards of between 11 and 16 men. 
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apt to be unwieldy and ineffective. Though no general rule 
can be laid down, a somewhat smaller board, say six to twelve 
men, is likely to be more effective as a working group and 
yet large enough to give the diversity of background and 
viewpoint which should characterize a good board. 8 

The table on page 117 does not reveal any striking contrasts 
in the size of boards found among the three groups, indus¬ 
trials, rails, and utilities. The average ranges from 12.6 for 
the utilities to 13.9 for the industrials. Very small and very 
large boards are less common among the railroads than among 
the other two groups. 4 The six largest boards, ranging from 
24 to 36 men, were all those of industrial companies. 5 

The composition of these boards of directors is more sig¬ 
nificant than their size. Of particular importance is the extent 
to which the board in the large corporation has come to be 
made up of salaried executives. How far this tendency has 
gone is indicated in the table on page 119. Executives con¬ 
stituted at least 50 per cent of the board in 35 of the 155 
giants. 6 This phenomenon is most prevalent by far among 

“A board of from 5 to 12 members is suggested by Bates, in Harvard 
Business Review, Vol. 19, p. 86. 

4 Twenty-seven railroads, three quarters of the total, had boards of not 
less than n and not more than 16 men. Fifty-two per cent of the industrial 
boards and 46 per cent of the utility boards fell in this range. 

“The National Industrial Conference Board has made a study of the 
size of boards in 505 small and large companies, some with assets of 1 
million dollars or less. (Our analysis applies only to companies with assets of 
at least 50 million dollars.) Banking and insurance companies, omitted 
from the present study, were included. The Conference Board found boards 
of 20 men or over more prevalent among non-manufacturing than among 
manufacturing companies. The former group, however, included not only 
rails and utilities but also some industrial companies (in mining, service, 
and trade) and, most important for this purpose, banks and insurance 
companies. It is among the last two groups that large boards are most 
common. See National Industrial Conference Board, Prevailing Practices 
Regarding Corf oration Directors, Studies in Administrative Control No. 2 
(1939), p. 7. For other studies of the size of boards, see Holden and others, 
T of-Management Organization and Control, pp. 219-20 j also Bates, 
Harvard Business Review, Vol. 19, p. 86. 

4 In four companies, all direct descendants of the old Standard Oil Trust, 
the board was made up entirely of officers. In the Conference Board study, 
32 out of 108 corporations with assets of 50 millions or more reported 
that at least half of their boards were made up of officers. This was true 
in 21 of 34 manufacturing companies but in only xi of 74 non-manufactur- 
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the industrial companies. It occurs occasionally in the utilities 
and never among the large railroads. 7 Even when the execu¬ 
tive group is in the minority, it is still likely—particularly 
among the industrial companies—to make up a substantial 

Officers' Representation on the Boards of Directors of 155 
Large Corporations in 1935* 


Percentage of Board 
Composed of 
Officers 1 * 

Number of Companies 

Industrials 

Public 

Utilities 

Railroads 

Total 

0-25. 

17 

13 

19 

49 

25- 50. 

37 

17 

17 

71 

50- 75. 

20° 

2 d 

— 

22 

75-100. 

10« 

3 

— 

13 

Total. 

84 

35 

36 

155 

Average (per cent) 1 

43.1 

32.7 

21.4 

35.9 


• From annual reports and Poor's and Moody's investment manuals. In a 
few cases data for 1936 were used. Included as officers are all men stated to be 
officers in the annual report, including the chairman of the board and the chair* 
man of the executive or finance committee. Officers of subsidiaries on the board 
of the parent company were counted as officers, even though not included in its 
list of executives by the parent company. This was done where lists of officers of 
subsidiaries were given. Probably some executives of subsidiaries were missed, 
particularly among the utilities, but the degree of error on this account is cer¬ 
tainly not large. 

b Lower limit of class interval inclusive, except for the interval 75-100, for 
which both upper and lower limits are inclusive. 

0 Includes three cases in which officers made up exactly 50 per cent of the 
board. 

d Includes one case in which officers made up exactly 50 per cent of the board. 

e Includes four boards made up completely of executives. 

f Obtained by dividing the total number of officer-members by the total 
number of directors in each industrial grouping. 

fraction of the total. In 67 out of 84 industrials, for example, 
executives accounted for 25 per cent or more of the total 
board membership. This was true also in 22 of the 35 public 
utilities but in less than half of the railroads.* 


ing corporations. Prevailing Practices Regarding Corf oration Directors , 
p. 1 a. 

See TNEC Monograph No. n, p. 24. 

* Of the 37 industrials in which officers constituted at least 25 per cent 
but not as much as 50 per cent of the total membership, there were 15 
cases in which the substitution of one additional executive for an outside 
director would have brought the officers’ fraction up to 50 per cent or 
more of the board. 
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To the extent that executives predominate on the board, 
directors have ceased to make up a body independent of and 
superior to the executive group. The implications of this 
development have not received the attention they deserve.* 

The fact that executives make up a large fraction of the 
total board assumes great significance when management has 
become separated from ownership. If the executive group 
holds a majority of the stock, the fact that officers pre¬ 
dominate on the board does not of itself prejudice the 
interests of any group. The officer-directors, whether as 
officers or as directors, represent the majority stockholders. 
When the great bulk of stock ownership is divorced from 
management, however, a board made up primarily of officers 
creates an entirely different situation. In this case, the officers 
are given the right to supervise themselves} 10 there is no 
continuous independent link between management and stock¬ 
holders} and the interests of the latter can be protected, except 
as management chooses to protect them, only through the 
medium of the annual stockholders’ meetings and through 
resort to legal action by particular stockholders. The weak¬ 
ness of the protection provided by these two media needs no 
elaboration. Thus, in effect, the officer board means that the 
board as an independent supervisory body has ceased to exist. 11 

While the officer board, taken in conjunction with the 
separation of ownership and management, represents a sig- 

*See, however, TNEC Monograph No. n, pp. 124-251 National In¬ 
dustrial Conference Board, Prevailing Practices Regarding Corforation Di¬ 
rectors, p. 12; Bates, Harvard Business Review, Vol. 19, pp. 77-80. 

“Referring to the board made up entirely of officers, the National In¬ 
dustrial Conference Board has aptly put the case thus: “The board mem¬ 
bers sitting as directors are merely approving the action of the board 
members in their executive capacities, a procedure that is faintly reminiscent 
of Pooh Bah’s strategems in The Mikado .” (Prevailing Practices Regarding 
Corforation Directors, p. 12.) The same characterization can be applied to 
the case in which officers constitute a majority, not necessarily all, of the 
board. 

“See Bates, Harvard Business Review, Vol. 19, p. 79. For certain other 
disadvantages of the officer board, see also TNEC Monograph No. ti, 
p. 37) and Holden and others, Tof-Management Organization and Control, 
p. 221. 
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nificant development, 1 * its importance should not be over¬ 
stressed. In the first place, officers may, despite their lack of 
ownership, take their responsibilities to stockholders quite 
seriously. In addition, the executive group is in a better 
position to recognize and protect the interests of other groups 
—for example, workers or customers—than are directors 
elected by and owing allegiance to particular stockholding 
and other interests. How seriously officers take their responsi¬ 
bilities in these directions is, of course, a moot point. Some 
broadening of their sense of responsibility in recent years has 
certainly occurred, and in the last few years chief executives 
have paid a good deal of lip service, at least, not only to their 
stockholders but also to labor and the public. 

Executives need all the sense of responsibility they can 
muster, because the prevalence of officer boards by no means 
indicates the full extent to which the board of directors fails 
to function as an active supervisory body independent of and 
superior to the executive group. In fact, boards are not gen¬ 
erally picked by stockholders in the large corporations we 
are considering. Some directors are placed on boards at the 
insistence of non-stockholding groups, for example, bankers. 
Of greater importance, it is more common for executives to 
select directors than vice versa. Management may choose—or 
occasionally be forced to select—men who will represent par¬ 
ticular stockholding or other strong interest groups. The cru¬ 
cial point, however, is that the executives themselves usually 
nominate the slate of directors on whom the stockholders vote 
and then, through the proxy machinery, secure the election 
of their own candidates. It is conceivable that such manage¬ 
ment-selected boards might exercise an independent veto 
over the decisions of executives. But this method of selection, 
added to the fact that directors for other reasons have volun- 

a The development, in the sense of something that has changed, is more 
in the direction of the growing separation of ownership and management 
than of marked tendency for officers to constitute larger fractions of the 
board. Officer boards are not new, but a new situation is created as soon 
as officers are no longer the principal owners. 
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tarily yielded their functions to executives, means that in prac¬ 
tice even the board on which only one or two officers serve is 
likely not to exercise a real and continuing control over the 
executive group. This situation has been called “management 
control.” 

It is not to be implied from this discussion that in all 
large corporations the executive group selects and then domi¬ 
nates its board of directors. Nor is it to be implied that, in 
choosing new directors, the chief executive and his associates 
act independently of the directors currently serving or of 
large stockholders, bankers, and other interest groups. The 
advice sought from and the consideration given to these groups 
vary. Nonetheless, the power and activities of the executive 


Composition or the Boards of Directors of 35 Selected Large 
Corporations in 1935* 

industrials 


Company 

Officers 1 * 

Com¬ 

mercial 

Bankers 0 

Invest- 
i ment 
Bankers* 1 

Important 

Stock¬ 

holders* 

Miscel¬ 

laneous 1 

| Total 

1. 


2 

_ 

2(1) 

2 

12 

2. 


— 

2 

3 ( 2 ) 

1 

13 

3 . 

5 ( 3 ) 

— 


2(2) 

2 

9 

4 . 

4 

3 


7 


15 

5 . 

4 

1 


3 ( 2 ) 


12 

6. 

4 ( 1 ) 

3 


2 


16 

7 . 

10 (1) 

— 


5 


19 

8. 

5 

1 

; ; | 

7 

2 

15 

9 . 

5 

— 

3 

3 ( 2 ) 


12 

10. 

4 

1 

3 



15 

11. 

11 

8 

— 

2 (1) 


24 

12. 

7 

2 

5 

1 


18 

13 . 

9 

— 

1 

2 


15 

14 . 

8 

1 


2 


14 

15 . 

18 ( 2 ) 

4 


7 ( 5 ) 


35 

16 . 

6 

— 


— 


8 

17 . 

11 

— 


1 

2 

15 

18 . 

7 

1 

2 

3 

4 

17 

19 . 

10 ( 4 ) 

— 

— 

5 

— 

15 

20. 

10 

— 

— 

— 

— 

10 

21. 

9 

1 

1 

_ 

1 

12 

22. 

15 ( 3 ) 

— 

— 

2 (2) 

— 

17 

23 . 

8 

— 

— 

3 ( 2 ) 

— 

11 

24 . 

! 4 ( 2 ) 

1 

1 

3 ( 3 ) 

4 

13 

25 . 

4 

— 

— 

4 ( 3 ) 

2 

10 

Total. 
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29 

27 

69 

56 

372 
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Composition or Boards of Directors— Continued 

PUBLIC UTILITIES 


Company 

Officers 1 * 

Com¬ 

mercial 

Bankers 0 

Invest¬ 

ment 

Bankers 41 

Important 

Stock¬ 

holders* 

Miscel¬ 

laneous 1 

Total 

1 . 

3 

3 

2 

1 

4 

13 

2 . 

4 

4 

— 

6 ( 2 ) 

— 

14 

3. 

4 

3 

1 

1 

9 

18 

4. 

8 ( 1 ) 

— 

1 

1 

2 

12 

5. 

3 

4 

— 

2 

10 

19 

Total. 

22 

14 

S 

11 

25 

76 


RAILROADS 


1 . 

3 

__ 

1 

2 

6 

12 

2 . 

1 

2 

1 

6 

11 

21 

3. 

1 

4 

— 

5(3) 

5 

15 

4. 

5 

2 

3 

4 

1 

15 

5. 

3 

— 

2 

2 

8 

15 

Total. 

13 

8 

7 

19 

31 

78 

Total, all 







companies. 

226 

51 

38 

99 

112 

526 


* Based on information in annual reports, various types pf biographical 
data, numerous miscellaneous sources, and, most important, interviews with 
officials of the companies studied. For the nature of the sample, see pp. 60 - 61 . 

b Does not include retired executives. Figures in parentheses give the number 
of officer-directors who were members of the dominant stockholding group. See 
p. 124 . 

c Includes officers but not directors of commercial banks. 

<l Includes officers and partners of investment banking and brokerage houses. 

* Includes all directors known to be on the board because of substantial stock¬ 
holdings. Figures in parentheses indicate the number of these who belonged to 
the dominant stockholding group, if one existed. 

1 Includes former officers, customers, outside legal counsel, local businessmen 
and capitalists, and others chosen for their prestige value or contacts or for 
similar reasons. See pp. 125 - 126 . 


group indicate rather clearly that the failure of the board to 
serve in a vigorous and independent capacity is not measured 
simply by the number of officer boards we can find among 
these large corporations. 

A more detailed tabulation of the composition of the boards 
of a selected small group of giant corporations is given on 
pages 122-23. The 35 firms listed there form a more or less 
representative sample of those companies studied for which 
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relatively complete information concerning directors was 
available, but the group should be considered as indicating 
the various types of situations found in practice rather than 
as a completely representative sample of all very large 
corporations. 1 * 

For all 35 companies together, officers constituted the 
largest single group on the board. In the 25 industrials, 
officers actually totaled a slight majority of all directors. 
Next to officers, large stockholders or representatives of im¬ 
portant stockholding interests formed the largest single 
group. There was at least one commercial or investment banker 
on the great majority of these boards. For all 35 companies, 
there were on the average about 2.5 bankers per board. 14 
Commercial bankers outnumbered members of the invest¬ 
ment banking group. One important fact about the repre¬ 
sentatives of commercial banks needs to be stressed. A good 
many of them serve on boards not because they are bankers 
but because their institutions represent trusts or estates hold¬ 
ing large blocks of stock in the companies. This was true, for 
example, of most of the commercial bankers on the boards of 
the fourth and eleventh companies in the list of industrials. 
The latter had eight officers of commercial banks on its board. 

Important stockholdings are also represented in the officers’ 
group. It will be noted that in a number of companies in the 
table on page 122, a figure in parentheses appears after the 
number of officers on the board. This figure gives the num¬ 
ber of men, already included among the officer-directors, who 
are members of the group known to have the largest stock¬ 
holding interest in the company. 1 * Membership of such men 

U A study of the composition of the boards of directors in 31 giant 
industrials is presented in Holden and others, Tof-Management Organiza¬ 
tion and Control, p. 220. The total number of directors were classed as 
follows: active officers, 42 per cent; former officers, 7 per cent; represent¬ 
ing substantial ownership, 19 per cent; outsiders, 32 per cent. 

u An individual was not considered to be a banker merely because he 
served on the board of a bank. The term is here confined to officers and 
partners of banking institutions. 

“Only officers who are actual members of the dominant stockholding 
group are included in the figure in parentheses. Other executives may have 
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on the board was found in eight of the industrials but in only 
one of the utilities and in none of the railroads in the sample 
of 35 companies. 

After the figure for stockholder-directors, similarly, is 
another item in parentheses, giving the number of such direc¬ 
tors who are members of the group known to represent the 
dominant stockholding interest in the company. Thus in the 
first company listed, two members of the board represented 
important stockholdings, but one of these was a member of 
one of the two families who together owned much the largest 
fraction of the company’s stock. Representation on the board 
of such large minority holdings occurred in 13 of the 35 
companies. This does not include the few cases in which the 
dominant stockholding group was represented among the 
officers but not among the outside directors. 

REASONS FOR SELECTING DIRECTORS 

Thus far we have been dealing with the question: Who 
are directors? A related but different question is: Why are 
these men chosen as directors? A banker may be asked to 
serve to give representation to a particular banking interest 
or merely because his financial advice is sought. Commercial 
bankers may be on the board for several reasons: because a 
bank is an important creditor, to give representation to stock 
for which the bank acts as trustee, because the commercial 
banker is considered a good source of financial advice, or to 
provide a contact to facilitate later securing of loans. Similarly 
a stockholder may be asked to serve not primarily because he 
is a stockholder but because his advice and judgment are 
desired. 

These considerations are particularly important in connec¬ 
tion with the miscellaneous group of directors in the table on 
page 122. The men in this group represent a variety of busi- 

been substantial stockholders in their own right but yet were not members 
of the group having the largest minority holdings. In all cases, the officers 
included in the figure in parentheses were members of the family or closely 
connected with the company owning the dominant stockholding interest. 



126 


LEADERSHIP IN THE LARGE CORPORATION 


ness, and some non-business, interests. Any significant classifi¬ 
cation of these men must take into account the reasons they 
were asked to serve on the boards of the companies. 

Among the industrials in the sample of 35 companies whose 
boards we have been considering, the miscellaneous group of 
directors is not particularly large. It includes chiefly local 
businessmen and capitalists, outside legal counsel, a few repre¬ 
sentatives of insurance companies, retired officers, and a 
variety of prominent businessmen chosen for their prestige 
value or for their contacts and advice—but very few cus¬ 
tomers. The miscellaneous group is relatively larger among 
the public utilities and railroads, because these enterprises 
characteristically place more emphasis, in selecting directors, 
on outside contacts, public relations, and (in the case of the 
railroads) traffic problems. The board of a large operating 
utility, for example, is ordinarily well sprinkled with men 
chosen to represent various elements in the community, and 
the same is true to a less extent of the railroads. The latter, 
to a greater degree than the industrials or utilities, are likely 
to pick some of their directors from among their more 
important customers—that is, for traffic reasons. 

In a recent survey of some 500 corporations in all fields, 
ranging in size from those with assets of less than 1 million 
to those as large as the concerns we have been studying, the 
National Industrial Conference Board obtained the reasons 
given in the table on page 127 for including directors. 16 

Taking these reasons at their face value, a rough classifica¬ 
tion indicates that approximately two thirds of the directors 

“The Conference Board states: “In the Conference Board’s original 
questionnaire it was requested that the single predominant reason for in¬ 
clusion of an individual be checked. Many companies, however, stated that 
it was impossible to follow this procedure because several reasons for such 
inclusion had to be given almost equal weight. 

“As a result of this difficulty, only those replies which seemed most 
precise were tabulated in Table 13 [the table reproduced here]. It was 
felt, however, that the total replies would also be of interest, and these are 
tabulated in Table 14 [which we have not reproduced]. The importance 
of the first three groups does not change materially when this basis of 
tabulation is adopted.” National Industrial Conference Board, Prevailing 
Practices Regarding Cerf oration Director p. 14, 
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covered were chosen because of their supposed knowledge, 
ability, and judgment, and one third to give representation 
to particular groups. The first reason cited in the table, 
knowledge of technical details, refers chiefly to officer- 
directors; and these men, obviously, are also chosen because 


Reasons for Inclusion of Individual DiRECTORs a 
(Tabulation of Replies Giving One Reason per Director) 


Number of Directors 


Reason 

Manufac¬ 

turing 

Companies 

Non-Manu¬ 

facturing 

Companies 

All 

Com¬ 

panies 

Knowledge of technical details of business.. 

527 

145 

672 

Sound executive judgment. 

350 

169 

519 

Important stockholder. 

170 

59 

229 

Represents important stockholdings. 

238 

92 

330 

Represents banks or financial interests. 

49 

24 

73 

Financial counsel. 

99 

49 

148 

Marketing counsel. 

45 

6 

51 

Legal counsel. 

116 

52 

168 

Knowledge of external business conditions.. 

57 

76 

133 

Knowledge of labor relations. 

8 

5 

13 

Knowledge of foreign markets. 

11 

1 

12 

Represents customers or brings business.... 

29 

18 

47 

Represents allied manufacturing or commer¬ 
cial interest. 

27 

17 

44 

Retired or former official of company. 

78 

24 

102 

Executive officer. 

30 

7 

37 

Other reasons. 

34 

13 

47 

Tota]. 

1,868 

757 

2,625 


• Reproduced by permission from National Industrial Conference Board, 
Prevailing Practices Regarding Corporation Directors , Studies in Administrative 
Control No. 2, p. 13. 


they represent a particular interest, namely, that of manage¬ 
ment itself. 

In general, executives tend to minimize those reasons for 
choosing directors which are based on the need for giving 
representation to special interest groups and to stress those 
which center around securing good advice. 17 They do this 
for two reasons. First, they consider it to be “poor public 

1T Therefore it is not unreasonable to suspect that the replies given to the 
Conference Board’s question on this point may be biased somewhat in the 
direction of minimizing reasons based on giving representation to particular 
groups. 
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relations” to give the impression that their company is in¬ 
fluenced or “controlled” by some outside group; above all, 
management resents the implications of “banker control.” 
Secondly, the executive group looks upon the board’s proper 
function as being one primarily of advice, not of control over 
executives and limitation of the latter’s authority. Stock¬ 
holders and other groups may want representation to protect 
their interests, and at least the stockholders have some legal 
protection in securing representation for this reason. Top 
management, however, looks upon the proper function of 
the board as that of serving as a super-staff of financial and 
general business advisers. We shall have occasion to refer to 
this important point again. 18 

ACTIVE LEADERSHIP BY BOARDS OF DIRECTORS 

As we saw in Chapters IV and V, executives rather than 
directors make the bulk of decisions which enter into the 
leadership function in the large corporation. This is particu¬ 
larly true of initiation. Origination and formulation of pro¬ 
posals almost invariably come from the executive group, and 
directors, in so far as they participate at all in the decision¬ 
making function, do so through their power to veto or 
approve decisions laid before them by the chief executive. By 
virtue of this fact, the creative and dynamic elements of 
business leadership cannot be expected to develop out of the 
deliberations and activities of the board as a formal group. 

In the broad range of non-financial matters—in the fields 
of prices, marketing, production techniques, new products, 
labor—there was little or no indication of initiation coming 
from the boards of any of the large companies studied. This 
was equally true of the industrials, the utilities, and the rail¬ 
roads. It was true of initiation with respect to both “broad 
policies” and decisions on specific matters. 

This much, perhaps, is to be expected. But absence of 
initiation by the board holds today in the large corporation 
even for major financial matters, including investment policy 

” See the concluding- section of this chapter and pp. 343-51. 
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and expansion programs. However real in some cases may be 
the board’s veto power over the chief executive’s recom¬ 
mendations in these fields, the initiation—seeing the need for 
action and formulation of a plan—comes from the executive 
group, even on the broadest financial questions. 

On a few matters the board or one of its committees may 
occasionally or regularly initiate decisions. In some cases, 
the board initiates as well as approves the decision leading to 
the selection of a new chief executive. This, however, is not 
typical. In the great majority of the companies for which 
information was available on this point, initiation with respect 
to the choice of a new president or chairman came from one 
or more of the following sources: the preceding chief execu¬ 
tive, a few individual directors acting informally, 19 or from 
individuals or groups outside of management entirely, for 
example, large stockholders or bankers. 20 Of these, the first is 
probably the most common ; the chief executive picks his own 
successor, subject to the more or less active approval of the 
board. 21 

19 For example, in each of two prominent operating- utilities the present 
chief executive was sele cted by a small but important group of influent ial 
d irectors . The choice in each case was later ratified by the board as a whole. 
The key directors in one of the two companies represented large stock¬ 
holdings. In an industrial company, a former chief executive was‘ 'appar¬ 
ently selected by directors who represented an important banking group 
with which the company was frequently associated. 

* These outside groups may or may not be represented on the board. 
The man now at the head of a large rubber company was apparently chosen 
by the present dominant stockholding group after the latter acquired con¬ 
trol. In another case, the largest stockholder selected himself as the new 
chief executive when he became dissatisfied with the existing management. 
A number of cases of banker selection of chief executives, particularly after 
mergers and reorganizations, could be mentioned. See, for example, H. and 
R. Wolf, Rubber , pp. 454-55} Ida M. Tarbell, Life of Elbert H . Gary , 
p. 94} Fortune , January 1935, pp. 70-71. 

“ The well publicized case of the American Telephone and Telegraph 
Company is probably the best-known example. See Federal Communica¬ 
tions Commission, Investigation of the Telephone Industry in the United 
States , H. Doc. 340, 76 Cong., 1 sess., pp. 100-01. Many other examples 
could also be mentioned. The present heads of each of the following com¬ 
panies were apparently picked by their predecessors: one of the %ig 
three” automobile companies, a building materials concern, one of the 
largest steel companies, and a public utility holding company. For other 
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The board may also initiate action with respect to the chief 
executive’s compensation. This may be done by the board as 
a whole, by an executive or finance committee, or by a special 
salary committee. 22 Salaries of other major executives and 
awards under bonus plans may need approval of the board, 
but initiation is usually from the chief executive or a com¬ 
mittee of senior officers. Even the chief executive’s salary may 
not be determined by the board. 23 

In the choice of new directors, the board may participate 
in the selection of candidates to be submitted to the stock¬ 
holders, but here again active initiation is more likely to come 
from the chief executive, individual directors who are close 
to the chief executive (perhaps the executive or finance com¬ 
mittee as a whole), and from outside interest groups. 24 Ap¬ 
proval of such selections usually rests with those in man¬ 
agement in control of the proxy machinery $ executives, par¬ 
ticularly the chief executive, are more important than the 
board as a formal group. 

Dividend decisions may also be initiated by the board, 
although this is not the normal procedure. In some cases, the 

examples, see Fortune , January 1937, pp. 57-58, and New York Times, 
Apr. 12, 19395 Fortune , October 1939, p. 150; the same, January 1940, 
p. 101. For an interesting example of a chief executive’s choosing his 
successor in a prominent railroad, see Investigation of Railroads , Holding 
Comfaniest and Affiliated Companies, Hearings before a Subcommittee of the 
Senate Committee on Interstate Commerce, Pt. 18, 75 Cong. 2 sess., p. 
79 f»* 

Examples of each of these situations may be mentioned. In a manu¬ 
facturing concern and a public utility, the board as a whole set the chief 
executive’s salary. In an automobile company, the finance committee de¬ 
termined the chief executive’s compensation. In an oil company, a special 
committee of the board fixed the chief executive’s and other top salaries. 
(Information supplied by the companies mentioned.) 

**In at least three companies studied, the evidence was clear that the 
chief executive set his own salary, as well as that of his major officers, 
subject to formal ratification of the board. Undoubtedly, other cases also 
existed. 

*The most common situation is for the chief executive to pick new 
candidates for the board, usually with the advice of fellow officers or of a 
few directors whose judgment he particularly values. See, for example, 
FCC, Investigation of the Telefhone Industry in the United States, pp. 
97-100, for the procedure in American Telephone and Telegraph, a 
method which is repeated in many other companies. 
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chief executive himself suggests the dividend to be declared j 
in others, an executive or finance committee initiates the 
dividend decision. In all cases, formal ratification by the 
board is necessary, though in some companies such approval 
is largely nominal. 25 

When a company is experiencing difficulties, the board may 
undertake some active initiation in an attempt to diagnose 
the trouble and prescribe remedies. Recently, in one large com¬ 
pany, the directors took decisive action leading to the selection 
of a new chief executive and to important changes in some of the 
company’s policies. 26 A few years ago, in a prominent railroad 
company, a decline in earnings led the board to undertake an 
intensive survey of the company’s organization and opera¬ 
tions. 27 Other examples of spasmodic initiation, even by ordi¬ 
narily passive boards, are occasionally encountered. 

The board’s approval function is more important than its 
initiating activities. But even with respect to approval, many 
boards in these large companies are almost completely pas¬ 
sive. 28 In such cases, the final approval function is exercised 
by the chief executive and his top officers, perhaps an execu¬ 
tive or finance committee of the board, or jointly by the chief 
executive and a few influential directors acting as his informal 
advisers. 

For the majority of the corporations studied, the available 
evidence strongly suggests that ratification of management 
proposals by the board is largely a formality. The great 
majority of executives interviewed stated or implied that 
their boards were “passive” or that approval of management 
recommendations was “nominal” or “automatic.” Sometimes 
the word “generally” was added in qualification. In no more 

38 For examples of procedures in the making and approving of dividend 
recommendations, see p. 94, above. 

** See Fortune , March 1940, p. 154. 

” Information supplied by the company. For another example of in¬ 
creasing activity by a board of directors when trouble developed, see 
Committee on Interstate Commerce, Investigation of Railroads , Holding 
Companies, and Affiliated Companies, S. Rept. 25, Pt. 22, 76 Cong. 3 seas., 
PP- * 9 > 28 - 

See TNEC Monograph No. 11, pp. 23-25. 
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than a fifth of the companies for which evidence was available 
was the board definitely stated to exercise an active approval 
function. In a few cases, the evidence was conflicting, the 
implications usually being that the board occasionally but not 
regularly did exercise a real control over management 
recommendations.*® 

The tendency for directors to exercise only nominal ap¬ 
proval arises in part from their failure to attend board meet¬ 
ings.* 0 Of some importance also is the failure of many boards 
to meet often enough.* 1 Far more important, however, are 
the various factors responsible for a disinclination or inability 
of directors to act effectively when they do meet. 

Real approval by the board is most likely to be exercised 
with respect to financial decisions, particularly in such matters 
as large capital expenditures, new security issues, and declara¬ 
tion of dividends.** In the majority of cases, however, 

“These generalizations are based on a study of 32 companies for which 
information available, obtained almost exclusively from interviews, per¬ 
mitted an evaluation to be made of the board’s general use of its approval 
powers. 

“in 100 corporations with assets of 50 million dollars or more investi¬ 
gated by the National Industrial Conference Board, 272 out of 1349 
directors had a perfect attendance record in 1938, and 1106 attended half 
or more of the board meetings held during the year. It may be suspected 
that most of the 272 were officers who had merely to take the elevator 
to reach the board room. Only 656 directors, 49 per cent of the total, 
attended as many as four meetings out of five. The implication again is 
that “outside” directors were not too faithful in their attendance. (See 
Prevailing Practices Regarding Corf oration Directors , p. 15.) The Con¬ 
ference Board’s figures also indicate that good attendance declines with the 
increase in size of the corporation. 

“Of hi giant corporations reporting to the Conference Board on this 
point, in 91 the board met as often as eight times a year. In 48 cases, the 
board met more often than once a month. Prevailing Practices Regarding 
Corporation Directors , p. 15.) 

“In some cases, even an ordinarily passive board may occasionally 
exercise an active veto over decisions on these matters. The generally 
passive board of an operating utility, some years ago, refused to accept 
a dividend recommendation of the president. In another company, manage¬ 
ment’s plans for a new security issue were held up by wrangling on the 
board concerning the relative participation of certain banking houses in 
the underwriting of the proposed issue. For another example of the board’s 
playing an active approval role, in this case in the Pennsylvania Railroad, 
see Investigation of Railroads , Holding Companies, and Affiliated Com¬ 
panies, S. Rept. 1182, Pt. 3, 76 Cong. 3 sess. 
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approval on these matters is not likely to represent independ¬ 
ent decision-making by the board. 88 Even the active board is 
not apt to deliberate at length over operating policies, most 
of which may not be submitted to the board at all or which 
may come before it only in the form of budgets or of 
operating statements showing the results of policies pre¬ 
viously put into effect by the executive group. 

On crucial non-financial matters, the board may occasion¬ 
ally play a positive role. 84 We have already mentioned certain 
types of decisions which the board is most likely to initiate. 
On these matters, even the ordinarily passive board may 
exercise a real approval function, though initiation may have 
come from the chief executive, a committee of the board, or 
a few influential directors working informally. 

What has been said of the typical board’s initiating and 
approval role indicates also that the board in most large 
corporations does not ordinarily provide the final co-ordina¬ 
tion that any large enterprise needs. At every regular board 
meeting, directors are normally supplied with reports and 
summaries indicating the results of recent operations and the 
current and prospective financial position of the company. In 
addition, important special situations are usually brought to 

n In several companies, to take the case of dividends, the final approving 
body was said to be the executive or finance committee. In several other 
companies, it was definitely stated that “management, not the board,” sets 
the dividend. In yet another case, the writer was informed that “the 
chairman determines the dividend, but the board is free in expressing its 
opinions.” (All information obtained from officials in the various com¬ 
panies concerned.) For evidence on the inactive role of some railroad 
boards, even in financial affairs, see Interstate Commerce Commission, 46th 
Annual Report, 1932, p. 28$ also Securities and Exchange Commission, 
Refort on the Study and Investigation ... of Protective and Reorganiza¬ 
tion Committees , Pt. 2, pp. 33 ff.j and Investigation of Railroads, Holding 
Companies, and Affiliated Companies , S. Rept. 25, various parts. 

“During a crucial and protracted strike in one large company which 
involved a fundamental change in the company’s labor policy, the board 
did not meet once during the period of negotiations. (Information sup¬ 
plied by the company.) On the other hand, Myron Taylor called a special 
meeting of the board of United States Steel to approve the proposed recogni¬ 
tion of the SWOC ( Ten Years of Steel , p. 42). Such approval was in all 
probability largely nominal. Other cases might be cited in which the board’s 
approval in such matters has not been nominal. 
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the board’s attention. Careful scrutiny and evaluation of this 
information by a capable director familiar with the firm’s 
affairs should provide the basis for active participation in 
the co-ordinating function. In practice, the careful scrutiny is 
frequently lacking; the necessary familiarity with the internal 
workings of the company is absent; and the board frequently 
voluntarily yields to the chief executive the authority it is 
supposed to possess—partly because of an unwillingness to 
assume responsibility or to devote the necessary time, partly, 
in many cases, because the directors owe their positions to the 
executive group which they are themselves supposed to super¬ 
vise. Even the active board, however, is likely to find that its 
residual co-ordinating function is limited. Because of the 
delegation of authority and the functional specialization 
within management, final co-ordination of many aspects of 
the company’s operations must be left to the chief executive 
and perhaps a general management committee . 85 

In general, for these large corporations, we cannot avoid 
the conclusion that the board as a formal body plays only a 
restricted role in the decision-making and co-ordination that 
constitute business leadership. This conclusion holds for the 
great majority of very large firms, regardless of the propor¬ 
tion of the board composed of operating officials. If we take 
into account further that in a number of cases even the active 
board is likely to be dominated by officer-directors who consti¬ 
tute a large minority or indeed even a majority of the board, 
the conclusion that the board does not typically serve to any 
marked extent as an active and independent participant in the 
leadership function holds with even greater force. 

" Where the board is active, but its co-ordinating function is thus 
limited, the situation resulting may be described equally well in either of 
two ways. We may say that, despite its superior authority, the board really 
shares the final co-ordinating function with the chief executive, or that the 
board alone exercises it. In the latter case, the co-ordinating function covers 
a narrower range of activities and can be said to include the co-ordinating 
work of the chief executive only through the board’s ability to hire and fire 
the chief executive at will. The ability of even an active and powerful board 
to do this, however, is likely to be limited except in extreme circumstances. 



THE BOARD OF DIRECTORS 


«3J 


THE INFLUENTIAL DIRECTOR 

This emphasis on the passivity of the board as a whole 
must not lead us to minimize the important role which is 
frequently played by individual directors. In many large 
companies, perhaps in most, individual members of the board 
act as trusted counselors of the chief executive and frequently 
are able to exert a strong influence on him. Often these 
influential directors owe their strategic position to powerful 
interest groups that they represent on the board, but this is 
by no means always the case. The influence of the director 
may be traced to numerous other factors—for example, per¬ 
sonal friendship with the chief executive, a strong personality, 
or the value placed on his judgment and ability by the presi¬ 
dent or chairman. 

These influential non-officer directors, where they exist, 
seldom number more than a small fraction of the total board. 
There may be from one to three, occasionally more, in a 
single corporation. Their influence is exerted informally— 
outside of rather than in board meetings. Their advice and 
suggestions are as a rule continuously available to the chief 
executive via the telephone, and the luncheon table provides 
another setting for their activities. They are likely to be con-t 
suited by the chief executive in the few days preceding a] 
board meeting. At this time, important matters to be brought 
before the board may be discussed, and the weight of these 
particular directors’ opinions may have an important effect 
upon the form in which the proposals are submitted to the 
board. In some cases, the dividend to be recommended to the 
board at its forthcoming meeting will also be decided at 
informal conferences. The influential directors may partici¬ 
pate with the chief executive in choosing new directors, and 
they may, on occasion, form the group actually responsible 
for the choice of a new executive. 8 * While they are not likely 

M See p. 129, above. If the chief executive chooses his successor in advance, 
this inner group of advisers may approve the selection made, later ratification 
by the board being nominal. If die chief executive retires or dies without 
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to be consulted on many types of operating decisions, their 
counsel may very well be sought on important labor problems, 
changes in marketing and price policy, and similar matters of 
strategic significance. The chief executive is even more likely 
to seek their opinions on important financial decisions.” 

It is not easy to summarize and evaluate the role played by 
individual directors in these cases. Many chief executives 
would say simply that these men are trusted advisers, whose 
counsel is followed because (and only in so far as) the chief 
executive respects their judgment. In many cases, such a 
characterization represents an accurate appraisal. Even in those 
cases, however, the question remains: To what extent does 
this “advice” represent the exercise of some part of the leader¬ 
ship function? There is no unmistakable line of demarcation 
between advice or suggestions and the actual initiation or 
approval of decisions. The greater the weight placed upon 
the opinions of these men, the more their advice amounts to a 
final veto or approval of matters submitted to them by the 
chief executive. Where their influence stems from the 
strength of an outside interest group—a large stockholding 
interest or a prominent banking house, for example—their 
advice and suggestions are even more clearly tantamount to 
final veto or approval. It seems reasonable to conclude that 

having chosen his successor, the inner group of directors may themselvei 
select a new man, subject to ratification (which may or may not be nominal) 
by the board. 

w An official of one company informed the writer that the company’s 
board was generally passive but that on important financial matters indi¬ 
viduals on the board might actively co-operate with the chief executive 
in reaching a final decision. In 1925, President Dame of the North Ameri¬ 
can Company agreed to purchase control of Western Power Corporation 
without first consulting the board as a whole, although he did confer with 
“certain influential members of the board.” (Federal Trade Commission, 
Utility Corporations, S. Doc. 92, Pt. 72-A, 70 Cong. 1 sess., p. 69). An 
influential director in Youngstown Sheet and Tube took a prominent part, 
along with the chairman of the board and the president, in the negotiations 
leading up to the proposal to merge the company with Bethlehem Steel 
in 1930. See 4 6 Ohio Appellate Reports , 268 ff. G. F. Baker’s opinions 
and influence were very important in the top counsels of the New York 
Central, as were those of E. B. Morris in the Pennsylvania Railroad. See 
Investigation of Railroads, Holding Companies, and Affiliated Companies, 
S. Rept. 1182, Pt. 3, pp. 1228-20, 1290, 1669. 
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influential directors play a more important part in decision¬ 
making and co-ordination than does the board of directors as 
a whole. 

In earlier chapters, management organization was described 
as a pyramid. As we moved downward, the threads of 
authority and control spread out below the chief executive j 
as we moved upward, they converged on him. We saw, too, 
that the apex of the pyramid was not always a single point } 88 
sometimes it was a plateau occupied by several men, perhaps 
by the chief executive and a formal committee of officers. We 
may now elaborate the picture still further. At the top of the 
pyramid, authority and decision-making may spread outward 
and upward—from the chief executive or a top management 
group to influential members of the board, and perhaps even 
to the more powerful of the interest groups connected with 
the corporation. From the chief executive outward we find 
recommendations, suggestions, and advice shading from the 
clearly distinguishable decision-making of the chief executive 
himself to the “environmental influences” and pressures of 
various interest groups that directly or indirectly condition 
decision-making by management. It is not easy nor is it 
essential to mark clearly the line beyond which suggestions 
and influence are a part of the decision-maker’s “environ¬ 
ment” rather than a part of decision-making itself . 89 The 
important fact at this point is that there may be a diffusion 
of decision-making outward (as well as downward) from the 
chief executive, and that this diffused decision-making shades, 
gradually or rapidly, into a composite of environmental in¬ 
fluences of varying degrees of strength. 

STANDING COMMITTEES OF THE BOARD 

The great majority of the boards of large corporations have 
at least one standing committee, and frequently more than 
one. They are ordinarily of two types. On the one hand, there 

* More accurately, the pyramid is sometimes truncated. 

*We shall have more to say on this in the chapters on stockholders and 
other interest groups. See Chaps. 7-11. 
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are the committees entrusted with supervision over all or a 
broad range of the company’s activities, ordinarily bearing the 
title “executive committee.” We should include here also 
finance committees of the board. The latter are concerned 
with primarily financial problems but, through control and 
supervision of financial decisions, they can influence practically 
the entire range of the company’s activities. 40 On the other 
hand, there are the more narrowly functional committees, 
such as the salary or bonus committee. 41 Of these, the first 
type is by far the more important. In a study of the boards 
of 497 large and small corporations, the National Industrial 
Conference Board found that 286 had at least one com¬ 
mittee. 42 In all, these 286 companies reported 415 com¬ 
mittees, classified as follows: 42 


Name of Committee Number 

Executive .241 

Finance .49 

Salary . 22 

Trust 44 . 15 

Bonus, profit sharing, and pension. 11 

Audit . 11 

Others . 66 

Total . 415 


It is to be emphasized that these figures cover large and 
small companies and are therefore not necessarily typical of 
the very large corporations in which we are interested. The 
guess may be hazarded, however, that substantially all of the 
committees other than those in the first group were reported 

40 Some so-called “finance committees” really function as executive com¬ 
mittees and deal with non-financial as well as financial problems. 

0 These board committees of both types are to be sharply distinguished 
from the executives’ committees which were discussed in Chap. V. It will 
be recalled that we divided the latter also into two types, general manage¬ 
ment and functional committees. 

41 Of the 108 corporations in this sample with assets of 50 million dollars 
or more, 90 had at least one special committee. Boards of large corpora¬ 
tions are much more likely to have special committees than are those of 
small ones. 

tt Prevailing Practices Regarding Corporation Directors , p. 16. 

44 Committees of this type were apparently all reported by banks. 
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by corporations with assets of at least ten million dollars. 44 

The more specialized committees, of which the most com¬ 
mon are those dealing with executive compensation and profit- 
sharing, frequently participate actively in decision-making in 
the fields allotted to them. In several companies studied, such 
a committee determined the chief executive’s salary and made 
the more important allotments under existing bonus plans. 
Such committees may also decide on the character of the 
bonus system. Although our information on this point is too 
scanty to permit making broad generalizations with any assur¬ 
ance, it is probably safe to conclude that these committees, 
where they are active, participate with the chief executive in 
initiating decisions in the field of their concern and also exer¬ 
cise a final approval function—either themselves or jointly 
with the executive or finance committee (if there is one) or 
perhaps with the board as a whole. Our information does not 
permit us to state further what fraction of all such functional 
committees is really active. In general, however, they play 
only a minor part in the process of decision-making taken as 
a whole. 

Executive and finance committees, when they are active, 
may play a much more important role. According to the usual 
set of by-laws, the executive committee is empowered to 
direct all the affairs of the company (with some exceptions) 
during intervals between meetings of the board. Possession 
of this power to act for the board in the general supervision 
of the company’s affairs may be taken as the essential char¬ 
acteristic of the executive committee—except that, where a 

"Asset classes are given by the Conference Board for the number of 
companies reporting one or more committees, but not for the separate 
tabulation of kinds of committees. Of the 286 companies with board com¬ 
mittees, 94 reported assets of 10 to 50 millions, and 90 reported assets of 
more than the latter figure. 

It is not possible to discover all the board committees set up by these 
large companies without, as the Conference Board did, directly querying 
the companies being covered. Functional committees are seldom listed in 
annual reports. Executive and finance committees usually are, but the 
writer’s interviews uncovered several such committees which were not listed 
in the companies’ annual reports. 
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finance committee also exists, the latter is given the power to 
act in financial matters. 4 * In practice, active executive or fi¬ 
nance committees serve in two capacities. Through frequent 
meetings, they substitute for the board in approving (and 
perhaps helping to formulate) some of the more important 
decisions currently and continuously being made by the execu¬ 
tives. This implies also participation in the exercise of the 
co-ordinating function. Secondly, they act as a “filter” for the 
board with respect to recommendations to be offered at 
regular board meetings. Matters rejected by the committee 
are not likely to be submitted to the board; decisions ap¬ 
proved by the committee usually receive the board’s auto¬ 
matic approval. In this way, the executive committee may 
arrogate to itself the entire approval function of the board. 

A small minority of the companies studied had both an 
executive and a finance committee. When both committees are 
found in the same company, officers ordinarily make up the 
majority or at least a substantial minority of the executive 
committee, while the finance committee is likely to consist 
predominantly of outside directors. 47 Where both committees 
exist, the former group, in so far as it is active at all, generally 
concerns itself with broad supervision of current operations; 
the latter has as its province approval of large appropriations, 
dividends, new financing, and similar matters. 48 

44 Thus, in a large oil company, the executive committee is given “all 
the powers of the Board in the management of the business and affairs of 
the Corporation . . . j but excluding the matters hereinafter . . . assigned 
to the Finance Committee. . . 

41 In American Smelting and Refining, in a recent year, 9 out of 13 
members of the executive committee, but only 4 of the 10 members of the 
finance committee were officers. In the du Pont company, the executive 
committee was made up entirely of officer-directors} of the 10 members 
of the finance committee in 1937, 7 devoted only a part of their time to 
the company’s affairs (though a majority of them were included in the 
company’s list of officers). (See the company’s annual report for 1937, 
especially pp. 19-10.) In the railroads, since so few officers serve on the 
board, the executive committee is likely to be made up predominantly of 
outside directors. 

"For a description of the functions of the executive and finance com¬ 
mittees of the du Pont company, the first of which is particularly active, 
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The more common practice is to have either an executive 
or a finance committee, but not both. 4 * As we saw on page 
138, executive committees considerably outnumber those con¬ 
cerned with finance, although some corporations have only the 
latter. 81 In companies having only one, it is likely to function, 
regardless of its title, as an executive committee, usually with 
particular emphasis on supervision of financial matters—in so 
far, that is, as its approval powers are not taken over by the 
officers’ group. 82 

In some companies, executive and finance committees are 
more passive than the board and seldom meet. In other 
companies they are energetic and influential bodies which 
do some initiating and more or less completely take the place 
of the board in the exercise of the latter’s approval function. 
In other cases, the committee may meet regularly and fre¬ 
quently but for the most part merely automatically approve 
recommendations submitted by the chief executive. 

Even the active executive or finance committee does little 
initiating, except perhaps with regard to such matters as 
making dividend recommendations to the board, setting 
executive compensation, and (perhaps jointly with the chief 
executive) choosing new candidates for the board to be sub- 

see a case study of the management of this company prepared by the 
Harvard Business School. The executive committee, being made up entirely 
of officers, could, like that of the Standard Oil Company (New Jersey), 
be considered a powerful general-management committee of executives. 
See p. 104, above. 

# In a few cases, some other title is used. Thus the board of General 
Motors now has a “Policy Committee.” (The company’s Administration 
Committee is not formally a committee of the board, and its membership 
includes some officers who are not directors). The Pennsylvania Railroad 
has a Finance Committee and a “Road Committee” of the board, the latter 
dealing with non-financial matters. 

"Of the 31 large industrial companies studied by Holden and others, 
two thirds had an executive committee but less than one fourth had a finance 
committee. (Tof-Management Organization and Control, pp. 226, 227.) 

“ For example, Chrysler Corporation and United States Steel. 

"On the other hand, the finance committee of one corporation studied 
did concern itself primarily with financial matters. It is interesting to note 
that the new directors’ committee of the North American Company was 
entitled “executive and finance committee.” New York Times , Nov. 2, 1939. 
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mitted to the stockholders. 88 In so far as it exercises any 
positive leadership, the executive or finance committee is pri¬ 
marily an approving and co-ordinating body, concerning itself 
with financial matters, executive compensation, and, less often, 
crucial operating decisions. In general, so far as the com¬ 
mittee’s approval powers are real and not nominal, they are 
largely confined to important financial problems. Approval of 
these matters is exercised, as we have seen, in two ways. 
Meeting frequently, the committee may more or less con¬ 
tinuously approve important decisions currently being ini¬ 
tiated by executives. Secondly, it acts as a “filter,” rejecting 
or passing on management recommendations to the board. 
Typically, recommendations approved by the executive com¬ 
mittee are automatically accepted by the board as a whole. 

The active executive committee that meets frequently may 
exercise also part of the co-ordinating function. It is able to 
scrutinize regularly reports on recent and current operations 
and estimates of the company’s present and future financial 
condition, and it is an important instrument for effecting 
co-ordination through its ability to reject or modify proposed 
expenditures. Through frequent discussions with the chief 
executive at its meetings, therefore, the committee may 
effectively participate with him in curtailing unprofitable 
operations, protecting the company’s financial position, and 
otherwise better co-ordinating the firm’s activities. 

On the whole, the majority of the executive and finance 
committees studied participated in active leadership only to 
a minor extent. While a few wielded a large degree of control, 
most of them seem to have either automatically accepted man¬ 
agement recommendations or exercised an independent ap¬ 
proval power over only a limited range of decisions. The 
participation of these committees in active leadership cannot 

" In an equipment company, for example, the dividend recommendation 
came from the executive committee? on other matters presented to the board, 
initiation came from the officers’ group. In another concern, the finance 
committee initiated the dividend recommendation. The board of each 
company had only the one committee mentioned. 
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compare with that of the chief executive, but, in general, it 
is greater than that of the board as a whole. 

Even when the executive committee does not regularly 
exercise an independent approval power, its members may 
still serve as important advisers to the chief executive. If the 
influential directors mentioned on pages 135-37 are members 
of the executive or finance committee, their advice and sug¬ 
gestions may in good part be given to the chief executive at 
the meetings of the committee. 

It should be stressed that the director’s committee made 
up mainly of officers is not a body independent of the execu¬ 
tive group. 84 The executive committee made up primarily of 
officers may or may not be active as a committee. If the 
executives choose to operate collectively on certain matters 
through the committee, the latter really represents a general 
management committee of officers, such as those discussed in 
Chapter V. 88 If the management officials choose to exercise a 
collective approval and co-ordinating function outside of the 
executive committee, then the latter becomes merely a hollow 
shell. Its members take part in leadership in their capacities 
as officers, not as members of the executive committee. 88 

THE DIRECTOR’S ROLE IN THE LARGE CORPORATION 

Our general conclusion is that the board of directors in 
the typical large corporation does not actively exercise an 
important part of the leadership function. 87 Not all boards are 
completely passive, and individual directors and standing 

M One or two outside directors may be members for the counsel they are 
expected to offer, but control will be with the executives. 

“See pp. 103-04. Of the 22 executive committees found by Holden 
and others in their study of 31 large industrial companies, officers made up 
from 60 to 100 per cent of the committee in 14 cases. To f-Management 
Organization and Control , p. 22 6. 

“in one company, an executive committee made up exclusively of the 
four most important executives seemed to do little, as a formal body, except 
participate with the finance committee in making dividend recommenda¬ 
tions. In another company, the executive committee (five of whose seven 
members were officers) was inactive and did not meet except on call. 

87 Paul E. Holden and his collaborators present a considerably different 
picture, summarized as follows: “In substantially all the companies re- 
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committees of the board may on occasion exercise a significant 
degree of leadership. Nonetheless, our analysis does not sug¬ 
gest any substantial modification of the broad conclusion 
reached in Chapters IV and V, namely, that the body of ex¬ 
ecutives, rather than any other group, is primarily responsible 
for business leadership in most very large corporations. 

In a number of cases, executives made up an actual ma¬ 
jority of the board. In these companies, as we have seen, the 
board can no longer be considered a separate and independent 
body, whatever its activities may be. 

More important than the predominance of executives is the 
fact that boards of directors as formal bodies do not exercise 
a significant degree of active leadership in most large cor¬ 
porations. There is no question that initiation of decisions 
comes from the executive group rather than from the board. 
The latter’s failure to initiate decisions or to formulate policies 
is less significant than the fact that directors have largely 
yielded their approval powers to the group of officials whom 
in theory they are supposed to supervise. To say that most 
boards of directors, at least in the very large corporation, are 
passive is to say that they do not actively exercise an independ¬ 
ent power of veto or approval over the decisions of the chief 
executive and his fellow officers. Further, if the board ini¬ 
tiates no decisions, and if its approval power has very largely 
gone by default to officials, it cannot be an effective co¬ 
ordinating group. In general, therefore, the board as a whole 

viewed [all were very large], the board of directors establishes broad 
basic policies, handles major financial matters, selects the officers and sets 
their salaries, and takes care of other matters of a similar character. In 
addition, it receives reports from the management of the company’s opera¬ 
tion since the last meeting, and passes judgment as to whether, in view of 
circumstances, the results are satisfactory.” {T of-Management Organization 
and Control (Stanford University Press), p. 17. See also the appendix.) 
How much of the activities that these writers attribute to directors repre¬ 
sents actual practice in the particular companies that were studied, and how 
much is merely a summary of what was found in the companies’ by-laws, 
we are not in a position to say. We should suppose, from our own study, that 
this part of their analysis reflects conditions as they are supposed to be 
rather than conditions as they actually are. 
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is left as a not too wieldy body representing a diversity of 
interests whose non-officer members, in so far as they are 
active, function chiefly as advisers. As a formal group, the 
board takes little part in the leadership function, and the 
selection of its members rests much more on the management 
whom it is expected to supervise than on the stockholders 
whose interests it is supposed to represent. 

While this is the general picture, the situation will of 
course vary from company to company. Some boards do 
wield an independent control over at least a limited range 
of management decisions. And even when the board as a 
whole is passive, particular directors may still participate in 
leadership. Less important perhaps than this individual influ¬ 
ence is the leadership that may be exerted by various com¬ 
mittees of the board. Some executive and finance committees 
exercise an approval function with respect to at least a limited 
range of management recommendations, particularly on fi¬ 
nancial matters. Others have completely taken over the ap¬ 
proval and co-ordinating functions of the board as a whole. 
In general, while these committees are likely to exercise more 
of a leadership function than the entire board, they still are 
considerably less important than the executive group in their 
contribution to business leadership. 

Thus, for the most part, the board of directors as a formal 
group has surrendered its function of active decision-making 
in the large corporation. “Outside” directors function, if at 
all, primarily as financial and business advisers. The value of 
advice by competent and interested directors should not 
be minimized. But the job of actually making the decisions 
which are the essence of the leadership function rests primarily 
with the executives themselves. 

Those who seek to restore the board as a true decision¬ 
making body misread the problem of large-scale manage¬ 
ment organization. The withering away of the active leader¬ 
ship function of the board is unavoidable. It is merely a 
reflection of the fact that large-scale business leadership can 
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be performed efficiently only by a single group of working 
officials willing and able to devote the necessary time to the 
business. Non-officer directors, however, have other roles to 
play. Executives need the advice of outside directors, and, 
what is even more important, we must rely on the board as 
an independent body to provide the link between executives 
and those outside groups whose welfare the company exists to 
serve. In Chapter XIV we shall investigate briefly how the 
board can be made to play its part more effectively without 
at the same time interfering unnecessarily in the leadership 
job which executives have to perform. 68 

M A study of directors which promises much useful information is now 
being carried on by John C. Baker, Ralph Baker, G. E. Bates, and M. T. 
Copeland, all of the Harvard Business School. I am informed that their 
findings to date suggest that in the last few years boards of directors, and 
particularly their executive committees, have been playing a more important 
part in their companies’ affairs than my own analysis—applying primarily 
to the middle and late 1930*8—suggests. The final results of their study will 
be awaited with great interest, at which time it will be possible to check 
the findings of this chapter with theirs, taking into account what we have 
said concerning the advisory function of outside directors and the leadership 
activities of particular influential directors and some executive committees. 



CHAPTER VII 


INTEREST GROUPS 
AND BUSINESS LEADERSHIP 

The exercise of business leadership is not always confined 
to executives and directors. Various outside groups, even if 
they do not participate actively in decision-making, have 
power and exert influence which at times strongly condition 
the plans and policies of those within management who make 
the final decisions. When we come across discussions of 
“financial control” or “minority control,” it is to the power 
and influence of certain of these groups (bankers and minority 
stockholders) that reference is being made. Since the direction 
of such an outside influence reflects the interests of the par¬ 
ticular persons exercising it, we shall refer to them as “interest 
groups.” 

WHO ARE THE INTEREST GROUPS? 

By an “interest group” we mean one whose economic wel¬ 
fare depends directly and to an important degree on the 
activities of a given firm 3 for example, sellers of goods to an 
enterprise; labor, which sells its services; bondholders, who 
provide capital. The interests of these groups usually (but 
not necessarily) arise out of buying and selling relations be¬ 
tween them and a given firm. The basis of such an interest 
goes beyond current claims for services rendered. Keeping the 
firm as a customer and improving the bargaining position of 
the selling group in order to make future sales on more favor¬ 
able terms may be the dominant considerations which move 
outside groups to attempt to influence business decisions. This 
would be true of the suppliers of the firm’s raw materials; it is 
equally true of labor, of bankers, and of a number of the 
other groups that will be mentioned in a moment. 1 

1 Political strategy and “power politics” are found in the modern 
market place as well as in legislative halls j in Wall Street as well as in 
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The interest groups in the large corporation—not all of 
whom are sellers of goods and services—can be variously 
classified. The following is one possible classification. Each 
category represents an economic group which, to further its 
own interests, may seek to influence the decisions, and thereby 
the activities, of the large corporation.* 

1. Owners (stockholders), whether ownership arises from 
investment of capital or watered stock. 

2. Lenders of money funds, both short-term and long¬ 
term. 

3. Suppliers of goods by sale or lease, for example, ma¬ 
terials, equipment, land, and so on. 

4. Customers. 

5. Firms in the same or related industries affected through 
competitive relationships. 

6. Labor. 

7. The government, both as provider of certain services 
and collector of taxes and also as the representative of the 
public welfare (as this is conceived by those in political 
power). 

8. Providers of organization services, chiefly financial, legal, 
and engineering. 

In this and the four chapters which follow, we shall try 
to evaluate the role of these outside interest groups in the 
exercise of business leadership in the large corporation. In 
particular we must address ourselves to two questions. To 
what extent do various of these groups actively participate in 

Washington. Where the buyers are a few large firms, and the sellers are also 
few and large, political jockeying is particularly likely to take place— 
either to affect prices bid and offered or to affect sales at given prices. 
Tactics here range from the standard repertory of the high-pressure sales¬ 
man to more subtle (and powerful) means of influencing the purchasing 
company’s policy, for example, through interlocking directorates between 
buyer and seller, acquiring stock in the buying company, the establishment 
of reciprocal buying and selling relationships, and so on. 

*This list is a modification of one given in R. A. Gordon, “Financial 
Control of Large-Scale Enterprise,” American Economic Review, Vol. 29, 
Supplement (March 1939), p. 88. The analysis of this chapter stems very 
largely from the ideas presented in that article. 



INTEREST GROUPS 


x 49 


decision-making? And, when they do not, how and to what 
extent do their power and influence condition the activities of 
those who do make the leadership decisions? 

POWER, INFLUENCE, AND ACTIVE LEADERSHIP 

Some of these groups are more powerful than others. 
During the 19 2o’s and earlier decades, financial groups pos¬ 
sessed a great deal of power in many large corporations. Im¬ 
portant minority stockholders acquire a significant degree of 
power through the size of their ownership interest. In recent 
years, the power of government has been steadily increasing; 
in wartime, it becomes all-embracing. 

When an interest group acquires considerable power— 
enough, for example, to replace those actively responsible 
for policy or on occasion itself to formulate important de¬ 
cisions for the company—that group is frequently said to be 
“in control.” 3 This type of control, however, is something 
different from the real decision-making and co-ordination 
encompassed in our concept of business leadership. An inter¬ 
est group may possess a great deal of power, but this power is 
seldom translated into all the policy-formation and decision¬ 
making necessary for guidance of the firm’s activities. 

In considering the impact of the outside interest groups 
on the manner in which business leadership is exercised in the 
large corporation, we must distinguish among three related 
but distinct concepts. These are power, influence, and active 
leadership. 

* Berle and Means speak of “control” as “something: apart from owner¬ 
ship on the one hand and from management on the other.” Further, “we 
may say for practical purposes that control lies in the hands of the individual 
or group who have the actual power to select the board of directors. . . 

See Adolph A. Berle and Gardiner C. Means, The Modern Corf oration 
and Private Proferty (The Macmillan Co.), pp. 69-70. More recently, 
Means has spoken of non-market (as well as market) controls as “the 
ability of one individual or group to influence the policies in respect to the 
use of resources which are adopted by another individual or group.” (Na¬ 
tional Resources Committee, The Structure of the American Economy , Pt. 
i, P* x 53«) The emphasis here is on the actual influencing of policy. The 
analysis of Chap. 9 of The Structure of the American Economy (Pt. 1) is 
in many respects similar and in all respects pertinent to the discussion of this 
section. 
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Power resolves itself into an ability to do something. The 
power of any interest group may be measured by its ability 
to do three things: (i) induce management to heed its 
wishes, (2) force management to permit it to participate in 
the decision-making and co-ordination which constitute busi¬ 
ness leadership, and (3) change the personnel of the manage¬ 
ment group at will. A given interest group may have some 
degree of power in terms of one or both of the first two of 
these criteria without being powerful enough to force a 
change in management. If it possesses sufficient power to 
change management, it automatically possesses the other two 
types of power. 

Power, however, is not the same as business leadership. 
Power alone is merely the ability to do something, not the 
actual doing. A powerful interest group may wield only a 
very general sort of influence over the management of a firm; 
it may seldom actively participate in decision-making. This 
is often true of bankers, large stockholders, and others who 
are said to “control” particular corporations. As we shall see 
in Chapter VIII, the very considerable power which the 
Rockefeller family and its associates possess in various of the 
Standard Oil companies has translated itself into very little 
decision-making by the Rockefeller group in recent years. 
Here the power (control?) possessed by this interest group 
is potential and passive. The du Pont company owns sufficient 
stock in General Motors to give it a great deal of power 
over the management of the latter company. In the early 
twenties, that power enabled the du Pont group to participate 
extensively in decision-making in General Motors. In recent 
years, while the power has remained, active leadership by 
this group has apparently steadily diminished. 4 Power, then, 
may permit an interest group to participate in active leader¬ 
ship, but the mere possession of power is not the same as the 
actual exercise of the leadership function. 

A powerful interest group, because it is powerful, possesses 

4 This case is discussed at length in Chap. 8. 
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a certain degree of influence in the affairs of a corporation j 
that is, its desires, opinions, advice, remonstrances, or cajolings 
tend to be heeded by management. However, this sort of 
pressure is not decision-making if management itself, taking 
into account its own inclinations and these outside influences, 
makes the final decision. These pressures make up a part of the 
environment within which the active business leader operates. 6 
True, influence over the decision-maker shades imperceptibly 
into actual performance of part of the leadership function. 
It becomes decision-making if the advice or opinions of the 
interest group are taken by management as orders which it 
must obey. 6 While there may be considerable room for argu¬ 
ment as to whether, in a particular case, the influence exerted 
is tantamount to actual decision-making, the two concepts 
should be kept distinct. Even when it is not decision-making, 
the influence conditions the leadership of those who do make 
the decisions. 

While we emphasize this distinction, we should repeat, 
to make it perfectly clear, that a powerful outside interest 
group may assume some part of the leadership function and 
actively participate with management in decision-making and 
co-ordination. Numerous illustrations will be found in the 
two chapters following. 

Although power is not the same as active leadership, the 
concept is important to an understanding of how and by 
whom leadership is exercised in the large corporation. First, 
power means ability to participate in active leadership. We 
must look, therefore, among the more powerful interest 

8 Compare Chap. 1, pp. 6 ff. This point may be illustrated further. Business 
policy-makers shape their price and market policies with an eye to the known 
attitude of the federal government toward agreements to restrain competi¬ 
tion. If those in charge of a firm’s policies, therefore, avoid certain competi¬ 
tive practices, this does not mean that the government has taken over the 
function of business leadership. This is an obvious case in which influence 
is not leadership. Known attitudes of a strong labor union or of a powerful 
banking group or fear of what important competitors may do are similiar 
influences in the businessman’s environment. 

* As when a particular management takes orders from, or submits decisions 
for the approval of, a powerful and active stockholding group. 
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groups to discover to what extent they do participate in the 
leadership function. Secondly, the power of these groups 
enables them to influence the decision-making of the active 
business leaders. We should try to discover to what extent 
and in what ways the power that interest groups acquire does 
affect the decision-making of the active business leaders. 

HOW INTEREST GROUPS ACQUIRE POWER 

As already noted, most of the interest groups stand in a 
selling relationship to the large corporation. If the com¬ 
modity or service supplied is of particular importance to the 
firm and if the supply is subject to unified control, 7 the 
interest group providing the service or commodity may be 
able to wield considerable influence. Despite the importance 
to the employing firms of the services provided by labor, the 
labor group was unable to exert much influence until it 
became organized and its individual members thus enabled 
to act in concert. Power may also be acquired by a group when 
their contractual rights in a company are threatened. The 
importance of creditor groups—bondholders, bankers, and 
merchandise creditors—in corporate reorganization is a case 
in point. 

An interest group is likely to possess a significant measure 
of power if, for any of a number of reasons, an especially 
close relationship exists between it and the management of 
a large firm. Common social and economic backgrounds, com¬ 
mon historical antecedents based on the earlier life of a com¬ 
pany, and the fact that important executives were appointed 
through the influence or with the help of members of a 
particular group are among the reasons for a close tie between 
management and a given interest group. Bankers and im- 

T If substitute commodities or services are easily available, or if the com¬ 
modity or service can be dispensed with entirely for a considerable period, 
the supplying group is not likely to be able to acquire much power over the 
firm. Even if the commodity or service is indispensable, the group is not 
likely to be able to acquire much power if its members do not act together. 
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portant stockholders are much more likely to benefit from 
such relations than the labor group or even customers.* 

The interest group representing the customers of a firm 
can acquire power if one or a few buyers dominate the market 
and if these buyers use their bargaining power.* The most 
important group of all, the government, possesses unlimited 
potential power even in a political system based upon the 
institutions of private property, (relative) freedom of business 
enterprise, and universal franchise. The powers of the govern¬ 
ment may be dormant, or they may crystallize into the wield¬ 
ing of a positive influence or even into active participation in 
decision-making. How active an influence this power becomes 
and the direction which it takes depend in turn upon the 
relative strength of the various pressures which the other 
interest groups bring to bear on those who administer the 
affairs of government. 10 

Of the stronger interest groups, the ones which have com¬ 
manded the most attention in discussions of business leader¬ 
ship and corporate control have been stockholders and 
bankers. The power of stockholders is based ultimately upon 
contractual rights granted by law. The extent to which these 
rights can be translated into power depends upon factors 
largely associated with the dispersion or concentration of 
ownership, which will be analyzed in detail in Chapter VIII. 
By law stockholders have the right to assume the leadership 
function, or to delegate it to those of their own choosing. It is 

’Close relations may also frequently exist between the managements of 
competing companies. The executives of the various firms face common 
business problems, their social and business backgrounds are likely to be 
similar, and they meet often at business and social affairs. As a result, com¬ 
peting firms (one of the interest groups listed on p. 148) may exert con¬ 
siderable influence on the management of a given corporation. The influence 
is not direct} rather it is a part of the “conditioning environment” within 
which the management of a given firm makes its decisions. The importance 
of this influence is discussed further in Chap. 11. 

# See pp. 253-54, below. 

10 See the more detailed discussion of government influence on business 
leadership in Chap. 10. 
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no secret, of course, that these legal rights frequently have 
no substance in fact. They are likely to acquire substance 
only if ownership is concentrated—if the members of the 
group are few and act together. In this respect, the conditions 
whereby stockholders acquire power are similar to those 
applying to the other interest groups. 

The financial groups present an interesting case. Unlike 
the stockholders, they have been given no special prerogatives 
by the law. Yet they have wielded great power, both in the 
community at large and with respect to particular firms. The 
concentration of large-scale banking—both commercial and 
investment—into few hands, the concentration of investable 
funds among relatively few individuals and institutions, and 
the harmony of interests among these individuals and groups 
have meant that the supply of funds and financial services has 
been subject to a fairly high degree of unified control. 

Naturally the degree of power that the bankers can obtain 
will depend upon the relative strength of the other interest 
groups. Though the powers of owners have declined with the 
diffusion of ownership, the potential powers of the govern¬ 
ment have come to be used more vigorously than formerly. 
The effect of this increasing governmental influence on the 
power and leadership of bankers is discussed in Chapter IX. 
In addition to the pressure exerted by the government, the 
relative strength of two other groups in particular, namely, 
the management and the ownership segments, seems to be 
most important in explaining the continuous presence of 
marked banker power. Some firms, especially if there is no 
large minority interest and management is not particularly 
strong, may continually be under some measure of domina¬ 
tion by financial interests. On the other hand, a strong and 
able management may continue in complete control, even 
though reliance on bankers for aid in expansion or for other 
purposes has been necessary. The Chrysler Corporation ap¬ 
parently represents such a case. 
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The strength of the various interest groups not only differs 
from firm to firm but also changes with the passage of time. 
In the half-century ending with the financial reforms of the 
New Deal, the power of banking interests reached its peak 
and then began a decline. The power of labor has been 
steadily growing, at an accelerated rate since the early 1930’s. 
Most significant of all, the power of government has been 
steadily and irresistibly increasing. How the power of these 
groups has tended to change in recent decades will be dis¬ 
cussed further in Chapters VIII-XI, in connection with a 
more detailed analysis of the way in which each of the im¬ 
portant groups impinges on business leadership in the large 
corporation. 



CHAPTER VIII 

THE ROLE OF THE STOCKHOLDER 


Of the interest groups mentioned in the preceding chapter, 
r the body of stockholders is the only one to which the law 
grants special powers to participate in the leadership function. 
Legal right and de facto power, however, are different things. 
While much has been made of the wide gap between the 
stockholder’s nominal rights and his actual power in the large 
corporation, the precise role which the stockholding group 
plays in large-scale enterprise has never been made very clear. 
We shall attempt to throw some additional light on this 
problem in the present chapter. 

THE DIFFUSION AND CONCENTRATION OF OWNERSHIP 

The ownership of most large corporations has by now 
become widely diffused. According to a recent study of the 
Securities and Exchange Commission, there were in 1937 
some 8 to 9 million stockholders in the United States. The 
same study estimated that the 200 largest non-financial cor¬ 
porations had in that year about 3 million stockholders 
(eliminating duplications), representing a total of about 8.5 
million separate holdings. 1 The great majority of these stock¬ 
holders, of course, owned relatively small blocks of stock. 
Of the 7 million holdings of common stock in the 200 largest 
corporations in 1937, 88 per cent were of 100 shares or less.* 
It is these small stockholders which gives us the familiar 
picture of corporate ownership without “control.” 

There is another side to this picture of the distribution of 


1 TNEC, Distribution of Ownership in the 200 Largest Nonfinancial 
Corporations , Monograph No. 29, pp. 10, 22, and App. 1. The obstacles, 
in the form of insufficient data, to a precise estimate of the number of stock¬ 
holders, in either all corporations or the 200 largest, are insuperable. The 
SEC estimate, however, seems clearly to be the most careful and accurate 
that has thus far been made and may be accepted as representing the closest 


approximation which can be reached on the basis of available data. 
1 TNEC Monograph No. 29, p. 30. 


* 5 * 
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corporate ownership. Extreme inequality characterizes the 
ownership of securities as well as of other kinds of property. 
We saw in Chapter II that the very small group made up of 
the 20 largest stockholders in each of 176 giant companies 
owned in 1937 as much as 24 per cent of the common stock 
outstanding.® Further, less than 3 per cent of the total 
number of common stockholdings accounted for half the 
value of the outstanding common stock of the 200 largest 
companies in 1937. 4 The same sort of inequality marks the 
ownership of the stocks of smaller corporations. For all 
corporations, it has been estimated, less than 1 per cent of 
the total number of stockholders accounted for 50 per cent 
of all dividends received by individuals.® 

We have, therefore, a dual picture regarding the distribu¬ 
tion of corporate ownership. On the one hand, there is the 
great mass of small stockholders, each owning but a minute 
fraction of any one company’s stock. At the other extreme, 
we find a substantial fraction of corporate ownership con¬ 
centrated in the hands of relatively small groups of large 
stockholders. In discussions of the separation of ownership 
and control, it is the impotence of the small stockholder that 
is usually emphasized. In studies of the concentration of 
economic power, on the other hand, much is made of the 
wealth and influence of the large stockholder. We must 
examine the role that each plays in the large firm. 

* See p. 34, above. This excludes banks and brokers holding stock for 
unnamed beneficiaries. 

4 TNEC Monograph No. 29, p. 40. These figures refer to shareholdings 
of record rather than individual stockholders. No adjustment has been made 
for the 24 subsidiaries in the SEC list of the 200 largest companies. 

# TNEC Monograph No. 29, p. 13. The fact that, say, as few as 1 per 
cent of the total number of stockholders own 50 per cent of the stock of a 
given corporation may or may not indicate something concerning “control” 
by this relatively small group. If the corporation has 250,000 stockholders, 
1 per cent of this total amounts to 2500 separate holdings. The possibilities 
of continuous co-operation among this many individuals and institutions are 
obviously very seriously circumscribed. Ownership may be quite concentrated, 
in terms of the fraction of stock held by a relatively small group, but this 
relatively small group may comprise far too many independent stockholders 
to permit much unified influence to be wielded by the group as a whole. 
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THE IMPORTANCE OF THE SMALL STOCKHOLDER 

A given stockholding may be small in two senses. It may 
be small in absolute dollar terms, or it may represent a 
small fraction of the total stock outstanding. In the first sense, 
we may say that all holdings below some arbitrary figure— 
say, $10,000 or $1,000,000—represent small holdings. In the 
latter sense, we may say that ownership of less than, say, 
1 or even 5 per cent is small. For the large corporation, 
absolutely small holdings in the first sense are almost certain 
to be small holdings also in the second sense.® But a “small” 
holding in the second sense may not fit at all our ideas of 
a “small” holding in dollar terms. Thus, at the end of 1937, 
the Sun Life Assurance Company of Canada owned 117,450 
shares of the common stock of American Telephone and Tele¬ 
graph Company. Though the largest holding of record, these 
shares constituted only 0.63 per cent of the total outstanding. 
In relative terms, this is certainly a small holding, though at 
the same time many readers may have difficulty in accepting 
as “small” an investment of approximately $17,000,000, the 
value of these shares at the end of 1937. 7 

The commonly held picture of the small, passive stock¬ 
holder is of an individual whose holdings are small in both 
relative and absolute terms. For a discussion of control and 
business leadership, however, the relative or percentage 
rather than the dollar-value criterion is the more significant. 
For our purposes, a “small” stockholder is one who owns but a 
small fraction of the outstanding stock of a company,® even 

‘There were some cases, even among the 200 largest corporations, in 
which an amazingly small investment was sufficient at one time to acquire 
a substantial fraction of the voting stock outstanding. This was true in 1935 
of several railroads, because of the extremely low price of the stocks of 
companies in or on the verge of receivership, and because a large fraction 
of railroad assets are covered by bonds. A small investment might also buy 
a substantial fraction of a small issue having exclusive voting privileges. 

' These figures are taken from TNEC Monograph No. 29, p. 683. 

* From one point of view, a holding large in value terms may be signifi¬ 
cant in a study of corporate control even if the holding is small relatively. 
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if the holding is enough in itself to make the owner a mil¬ 
lionaire. 

Unfortunately, we have little direct evidence on the dis¬ 
tribution of stockholdings according to the percentage of 
stock owned. Some of the information cited in Chapter II, 
however, throws an indirect light on the prevalence and 
importance of relatively small stockholdings. 

We noted in Chapter II that the 20 largest stockholders 
in each of 176 giant corporations owned together about 24 
per cent of the total value of the common stocks of these 
companies.® The list of the 20 largest stockholdings included 
practically all holdings of as much as 1 per cent and a 
great many that amounted to less than this. 10 If we accept 
1 per cent as the dividing line between “small” and “large” 
stockholdings, we might conclude that more than three 
quarters of the common stock of the 176 giants belonged to 
small stockholders—even though many of these “small” 
holdings had a very substantial market value. This estimate, 
however, may be somewhat too high. Some holdings of less 
than 1 per cent belonged to persons associated with a 
minority group, the total of the group’s holdings being 
relatively large. Small holdings of this sort should probably 
be excluded in deriving an index of the importance of the 
small stockholder. After allowance is made for this factor, 
however, stockholdings of less than 1 per cent would cer¬ 
tainly aggregate well over half the value of the common 
stocks of these 176 large companies. The importance, as well 
as the prevalence, of the small stockholder does not seem to 
be open to question. 

Large value holdings are owned by relatively wealthy men or institutions, 
and wealthy men are likely to belong to or be on the periphery of “the 
financial community.” Through this association, wealthy stockholders may 
exert an influence out of proportion to the fraction of stock they own. 

9 See p. 34, above. 

10 The writer counted only about a half dozen cases among the 176 
companies in which the twentieth largest stockholding of common amounted 
to as much as 1 per cent of the issue. See TNEC Monograph No. 29, App. 10. 
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the leadership role of the small stockholder 

The small stockholder plays no significant role in the active 
leadership of the large corporation. This is true above all 
of those whose holdings are small in both dollar and per¬ 
centage terms, but it holds also for those whose ownership 
is large in dollar terms though small as a fraction of voting 
power. 

The small stockholder’s failure to share in active leader¬ 
ship follows inevitably from the growing size and com¬ 
plexity of industry and the diffusion of corporate ownership. 
As a consequence, management must be transferred to trained 
specialists. By the nature of the case, the rank and file of 
stockholders cannot continuously initiate or approve leader¬ 
ship decisions, nor can they exercise any continuous co¬ 
ordinating function. Their participation in decision-making 
is limited to voting at stockholders’ meetings. The range 
of decisions open to them at these meetings is very narrow. 
Ordinarily it does not go beyond the choice of directors 
and certain other matters—such as increases in capitalization, 
mergers, and so on—concerning which a vote of the stock¬ 
holders is required. In all of these cases, management initiates 
decisions. The stockholder’s role is limited to saying yes or 
no to proposals submitted to him. 11 At best, therefore, 
assuming that the approval power of the stockholder is real, 
the typical small stockholder’s participation in the leadership 
function must be of the negative sort, and limited to the 
few decisions submitted at stockholders’ meetings. 

In practice, of course, the small stockholder’s passivity 
and impotence are not measured merely by his failure to 
participate actively and continuously in creative business lead¬ 
ership. He has lost also the power to exercise an independent 
check on management which the right to vote at stockholders’ 
meetings nominally gives him. It is the loss of this negative 

u The individual stockholder can of course submit his own proposals at 
the annual meeting, but this is not likely. If he does, the proposals are not apt 
to be seriously considered either by management or the other stockholders. 
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approval power—over occasional management decisions and 
the choice of directors—which writers have in mind when 
they speak of the Reparation of ownership and control.” 

The most important cause of the small stockholder’s inabil¬ 
ity to use with any effectiveness the power inherent in his 
voting privilege is associated with the mere fact of diffusion 
of corporate ownership. Lack of interest and lack of adequate 
information—even with the fuller corporate publicity that 
has come since 1933—have been unavoidable attendants 
of the permeation of corporate ownership into the ranks of 
small and moderate-sized investors. Even when the interest 
is present and the information adequate, the possibilities of 
effective use of the stockholder’s vote depend on the co¬ 
operation of other stockholders. The trouble and expense of 
communicating with thousands of other owners, assuming 
that stockholders’ lists are available, are ordinarily almost 
insuperable bars to securing such co-operation. Viewed in this 
fashion, the proxy machinery is not so much a means of 
depriving the stockholder of his vote as an alternative to 
his doing nothing with his vote at all. The proxy machinery 
becomes a partial—and by no means completely satisfactory 
—substitute for complete disfranchisement. 

In many cases, this tendency toward disfranchisement has 
been intensified by the activities of management or other 
groups. On occasion, the proxy machinery is deliberately 
manipulated to perpetuate existing management control and 
to secure approval of management decisions toward which 
stockholder opposition might conceivably develop. Use of 
the proxy machinery for such purposes ordinarily consists 
of management’s soliciting proxies without at the same time 
supplying adequate information to stockholders. Beyond the 
deliberate withholding of such information, 12 management’s 
“misuse” of the proxy machinery, if “misuse” is the proper 
word, consists of keeping itself in power by using its proxies 

“The SEC has improved prevailing* practices in this regard under the 
powers granted to it by Sec. 14 (a) of the Securities Exchange Act of 1934- 
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to elect its own slate of directors. In view of the inability 
of the typical stockholder to nominate his own slate or to 
judge the merits of candidates suggested by others, manage¬ 
ment’s perpetuation of itself in this fashion is an alternative, 
not to any real control over election of directors by the 
stockholders, but to the nomination and election of directors 
by some other group of individuals close to the corporation 
—for example, a strong minority group or the firm’s bankers. 
Though there is unquestionably room for improvement in 
prevailing procedures for soliciting proxies, elimination of 
management control of the proxy machinery cannot of itself 
give to the small stockholder an effective voice in the selection 
of directors or in passing on other important decisions which 
may come before stockholders’ meetings. 

Other means have been used to deprive the stockholder 
of his right to an occasional vote. In some cases, voting power 
is granted to only a small issue, and the bulk of the stock 
may be left without any vote at all. 18 The common stock 
may be put into a voting trust, the stockholders being left 
with trust certificates carrying no right to vote. 14 Of greater 
importance, perhaps, corporation laws in the last two or 
three decades have narrowed considerably the range of mat¬ 
ters on which a vote of the stockholders is necessary. Man¬ 
agement has been permitted to decide for itself issues which 

u Not only preferred but also common stock may be without voting rights. 
The New York Stock Exchange has refused to list new issues of non-voting 
common since 1926, but a number of non-voting common stocks of large 
companies are still outstanding. According to W. H. S. Stevens, however, 
completely non-voting stocks, common and preferred, are not as prevalent 
as is generally assumed. See his “Voting Rights of Capital Stock and Share¬ 
holders,” Journal of Business of the University of Chicago, Vol. 11 (1938), 
pp. 326-27. 

This device was used when the Pennroad Corporation was created in 
1929. It was used for a short time by Consolidated Gas, Electric Light, and 
Power Company of Baltimore (also in 1929) when the possibility arose 
that an outside financial group might buy into the company’s stock. The 
voting trust was used by J. P. Morgan in the 1890’s and by other bankers 
later in connection with railroad and other reorganizations, and it has been 
frequently used after mergers. Among industrial companies in which voting 
trusts have been used at various periods in their histories might be mentioned 
International Harvester (after the 1902 merger), General Motors (after the 
1910 reorganization), and Armour and Company during the 1920’s. 
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once had to be submitted to the stockholders or concerning 
which management’s discretion had previously been circum¬ 
scribed by law. 18 

Frequently the stockholder must appeal to the courts to 
enjoin management from engaging in acts which he considers 
prejudicial to his and other stockholders’ interests. But legal 
proceedings are expensive, and effective opposition through 
this channel is ordinarily beyond the means of the small 
stockholder. 

The typical stockholder, then, fails completely to partici¬ 
pate in the exercise of active business leadership. Positive 
and continuous leadership—the initiating of decisions or con¬ 
tinuous approval—is entirely lacking, and the situation is 
not greatly different for the negative sort of leadership that 
would be associated with an independent use of his vote at 
stockholders’ meetings. 

The stockholder’s negative control, though ordinarily of 
little importance, can on occasion become a check to the free¬ 
dom which management normally enjoys. Stockholder oppo¬ 
sition to the management, in so far as it develops at all, is 
likely to be most prevalent in times of depressed earnings. 
The depression of the thirties brought with it a greater 
degree of recalcitrance from their usually meek stockholders 
than the managements of many large corporations had ever 
encountered before. 

A good deal of this opposition had little immediate result. 
In so far as stockholders’ uprisings took the form of dissenting 
votes at annual meetings, management ordinarily was able 
to overcome the opposition through its control of the proxy 
machinery. 16 Where the revolt was successful, almost always 

15 See W. Z. Ripley, Main Street and Wall Street (1927), pp. 37 ff. and 
other pages} Adolph A. Berle and Gardiner C. Means, The Modern Cor¬ 
poration and Private Property , pp. 140-41, 158-59, 180 ff. *, Twentieth 
Century Fund, The Securities Markets (1935), pp. 193 - 99 * 

ia See, for example, the attacks on management in 1939 by stockholding 
groups in Western Union and American Car and Foundry (New York 
Times , Feb. 4, Apr. 13, Apr. 22, and July 14, 1939.) Despite the vigor 
of the attacks, the managements of the two companies were able to secure 
a substantial majority of the votes cast at the stockholders’ meetings. The 
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the center of the opposition was a relatively large minority 
interest, and these cases belong in our later discussion of 
minority control. Though, in general, management remained 
in control of the meetings at which opposition developed, 
the discontent of stockholders had indirect effects. Fear of 
the unfavorable publicity which attended these fights and 
the pressure of opinion, both from stockholders and the public 
at large, led corporation executives to grant some stockholder 
demands and to institute some changes. To the extent that 
the outcries of stockholders led eventually to government 
regulation of various corporate practices, the freedom of 
management was still further circumscribed. 

In recent years, a good deal of the opposition from small 
stockholders has been concerned with the question of man¬ 
agement compensation. Some of this opposition has led 
directly to revision of salary and bonus scales. Protest against 
the size of management compensation has come chiefly since 
1929—largely as a result of the depressed earnings of the 
thirties and of the publicity given to executives’ compensation 
by the Federal Trade Commission investigation of 1933 and 
the reports later required by the Securities and Exchange 
Commission. Two of the best-known cases in which protest 
by stockholders led to a revision of management compensation 
schedules concerned Bethlehem Steel Corporation in 1931 
and American Tobacco Company in 1933. 17 

fight in Western Union was apparently more closely contested and involved 
more stockholders than did the struggle in American Car and Foundry. 

lT On the Bethlehem Steel case, see the company’s letter to its stockholders, 
July 3, 1931 $ letters from a Stockholders’ Protective Committee, Mar. 20 
and Apr. 29, 19311 New York Times , various dates between January and 
July 19311 Fortune , June 1931, p. 22} and Berendt et al v. Bethlehem Steel 
Corporation et al ., 154 Atlantic Reporter 321. In 1938, suits brought by a 
few minority stockholders in connection with a proposal to rescind a man¬ 
agement stockownership plan established in 1930 were dismissed in the New 
York Supreme Court. ( New York Times , Apr. 14 and May 19, 1938.) The 
controversy in American Tobacco Company involved both a management 
stock subscription plan and cash bonuses to officers. See American Tobacco 
Company, Notice of Special Meeting of Stockholders (June 25, 1930), 
Letter to Stockholders (Mar. 16 , 1933), Notice of Annual Stockholders* 
Meeting (Mar. 16, 1933), Information Regarding Employees* Stock Sub* 
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Other successful attempts of stockholders to oppose the 
managements of large corporations might be mentioned. 18 
More common, however, are the unsuccessful and abortive 
attempts. Far more common still are the cases in which, even 
when their interests are prejudiced, stockholders do not 
organize at all or even remain uninformed on the issues in¬ 
volved. 

If legal aid cannot be sought, the efficacy of the stock¬ 
holder’s check on management depends upon the existence 
of a strong minority interest around which opposition can be 
rallied. Otherwise, management’s discretion (within the limits 
prescribed by law) is restricted largely by its fear of unfavor¬ 
able publicity and the stress of public opinion. It is for this 
reason that the recent pressure to provide greater corporate 
publicity has strengthened somewhat the stockholder’s check 
on management. But the check is indirect. The small stock¬ 
holder’s vote itself remains an impotent instrument—incapa¬ 
ble of giving its owner any active participation in leadership 
or even a direct veto over occasional management decisions. 

“CONTROL” BY MINORITY GROUPS 

While the impotence of the small stockholder is ordinarily 
taken for granted, it is generally assumed that the owners 
of large minority interests do exert a real and important 
influence over the operations and policies of many large cor¬ 
porations. Thus Berle and Means classed 46 of the 200 


seriftiort Flan of 1930 (Pamphlet, March 1933)$ New York Times , various 
dates between February and July 19335 Rogers v. Guaranty Trust Company 
of New York et al, y 288 U.S. 1235 Rogers v. Hill et al. y 289 U.S. 582. 
Further attempts by small minority stockholders to modify the company’s 
bonus plan in 1940 and 1941 were overwhelmingly defeated. See the com¬ 
pany’s Letter to Stockholders Mar. 1, 1940, and New York Times y Mar. 1 
and Apr. 4, 1940, and Apr. 3, 1941. 

“Among such cases were the campaign in 1933 to force the management 
of Allied Chemical and Dye Corporation to publish fuller financial state¬ 
ments, the overthrow of the old management of Freeport Texas Company 
in 1930, reconstitution of the board of directors of American Smelting and 
Refining in 1922, and stockholders’ suits against the banker-controlled man¬ 
agement of Goodyear Tire and Rubber in 1926-27. In most of these cases, 
leadership seems to have been provided by one or more wealthy stockholders. 
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largest non-financial corporations in 1929 as representing 
cases of minority control. 19 A more recent study concluded 
that about 140 of the 200 largest non-financial corporations 
in 1937 represented cases of ownership control. 20 It is com¬ 
mon practice to refer to certain companies as being “con¬ 
trolled” by some group known to have a large minority 
interest. Thus one comes across references to “Rockefeller 
control” of the Standard Oil companies, the McCormick 
family’s control of International Harvester, and so on. A 
minority interest of 15 or 20 per cent of the voting stock 
of a company is generally assumed to carry with it, in some 
sense, working control. 

We saw in Chapter II that a substantial minority interest 
does exist in many large corporations. But what is meant 
when it is said that these large stockholdings give their 
owners “control”? Does the word in this context imply the 
continuous exercise of a good part of the active leadership 
function? If not, what content is there in the “control” of 
large minority stockholders? The available answers to such 
questions are surprisingly meager. 21 

19 The Modern Corf oration and Private Property , pp. 94, 99 ff. 

30 See pp. 38-43, above. 

“ Berle and Means, in The Modern Corporation and Private Properly , 
used rather mechanical criteria in classifying their companies according to the 
nature of the relevant control situation. In general, minority control was 
assumed to exist if a compact group owned as much as 20 per cent but less 
than a majority of the stock. Minority control, in the sense of the stock¬ 
holding group having the power to elect the board of directors, was as¬ 
sumed to exist if the minority interest was present, but no systematic attempt 
was made to see what influence in each company was actually exerted by 
the minority group. 

In TNEC Monograph No. 29 (p. 99), control is defined as “the power 
of determining the broad policies guiding a corporation.” In determining 
what companies were subject to ownership control, the authors employed not 
this definition but mechanical criteria similar to those used by Berle and 
Means. In general, whether a company was classed as being under owner¬ 
ship control or not, depended on the size of the minority group’s ownership, 
the diffusion of the remainder of the stock, and, particularly in the case 
of the smaller holdings, the group’s representation in management. 
It is certain that, in many companies which the authors classed as under 
ownership control, the minority group did not exercise control in the sense 
that it made or actively influenced broad policies. (See p. 44, above.) It 
may or may not have had the power to do so. 
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In practice, the influence of important minority groups 
varies widely. Some of them participate continuously and to 
an important degree in business leadership; others do so only 
sporadically; yet others contribute little or not at all to the 
process of decision-making. 

The clearest cases of active leadership by a minority interest 
occur in those corporations in which one or more senior execu¬ 
tives are themselves important members of the minority 
group. 22 This sort of situation, though certainly not typical in 
the large corporation, was found in a number of the companies 
included in the present study. For example, at some time 
during the 1930^, members of the dominant minority interest 
were leading executives in Inland Steel, du Pont, Deere and 
Company, S. S. Kresge, R. H. Macy, Firestone Tire and 
Rubber, Alleghany Corporation, and Utilities Power and 
Light. In each of these companies, the executives themselves 
owned, directly or indirectly, 5 per cent or more of the 
voting stock outstanding in 1935 and in addition were mem¬ 
bers of a compact group which together owned a still larger 
fraction of the voting stock. 23 In no case was the total minority 
interest less than 10 per cent. The relations between the chief 
executive and the non-officer members of the minority group 
were extremely close; in a number of cases they were based 
on family ties. In some of the companies mentioned, other 
members of the minority group, though not officers, served 
on the board of directors. 

Perhaps the outstanding example of active leadership by 
a dominant minority group is found in E. I. du Pont de 
Nemours and Company. About 27.5 per cent of the company’s 
common stock is owned by Christiana Securities Company, 
which in turn is largely owned and apparently completely 
controlled by members of the du Pont family and their close 

** We are considering at this point only companies in which officers of the 
corporation are themselves leading members of the minority group. We 
exclude those cases in which senior executives in some sense merely “repre¬ 
sent” the minority group, perhaps having been selected by the latter. 

21 Data on stockholdings for these companies are available in reports filed 
with the SEC. See also TNEC Monograph No. 29. 
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associates.* 4 In 1935, three du Pont brothers were respectively 
chairman of the board, vice chairman, and president. The 
same three men held the top three positions in Christiana 
Securities Company. All officers and directors of the latter 
company, with the exception of the secretary, were officers 
and directors of the du Pont company.*® 

The finance committee in the du Pont company was in 
control of the broader aspects of financial policy, probably 
with respect to approval rather than initiation. It met every 
two weeks and considered only large appropriations. This 
committee was completely dominated by members of the 
du Pont family and very close associates. Six of the nine 
members, however, did not give full time to the company.** 

“The executive committee was composed of nine full-time 
officers of the company who actively directed its activities.”* 7 
This committee met weekly. Of the nine members of the 
executive committee in January 1936, one was a du Pont, 
who was also president of the company. At least four and 
perhaps five others, however, might be considered close 
associates of the du Ponts and members of the du Pont 
group.*® There is little question that final approval and co¬ 
ordination of major decisions, and perhaps some initiation 

“in February 1938, members of the du Pont family owned 74 per cent 
of the common and 59 per cent of the preferred stock of Christiana Securities 
Co., and additional amounts were held by associates of the du Pont family. 
Members of the family also own stock in the du Pont Company directly 
or through other holding companies. See TNEC Monograph No. 29, pp. 
110-22, 866-69, 1442-43. 

* Four of the seven directors of Christiana were du Ponts and a fifth had 
married into the du Pont family. The executive positions in du Pont of three 
of the Christiana directors were probably nominal, but the other four ac¬ 
counted for the following positions in the du Pont company: chairman and 
vice chairman of the board, president, chairman of the executive committee, 
and four out of nine memberships on the Finance Committee. This was the 
situation in 1935. 

" Case study prepared by the Harvard Business School and annual report 
of the company for 1935. The finance committee was enlarged to ten mem¬ 
bers in 1936. 

" Case study prepared by the Harvard Business School. This was written 
in 1936. See also Fortune , December 1934, p. 89. 

"See annual reports of the company and Fortune , December 1934, pp. 
88-80. 
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also, came from the members of the dominant minority group. 
In this case, minority control meant active business leader¬ 
ship. 

There are other cases of like character. Thus the lead¬ 
ing figures in the management of Inland Steel Company in 
1935 had built up the company and still represented a group 
of closely associated individuals whose holdings comprised 
a substantial fraction of the stock outstanding. 29 In Swift 
and Company, business leadership in 1935 still rested with 
the sons of G. F. Swift, the founder. 90 Though, by 1940, 
a professional executive was president of the company, three 
sons of the founder still formed a majority of an informal 
executive committee of five which met several times weekly 
and exercised a continuous approval and co-ordinating func¬ 
tion. 91 

In some of the other companies mentioned, also, “minority 
control” meant active leadership by members of the minority 
group who participated in management. 92 Sometimes, how- 

* In 19JJ, L. E. Block was chairman and P. D. Block, president. Two 
other Blocks were officer-directors. According to reports filed with the SEC, 
13 per cent of the stock at the end of 1935 was held by officers and directors. 
This figure was 11 per cent in September 1939. (TNEC Monograph No. 
29, p. 445.) Further substantial holdings belonged to other members of 
the Block family and to those associated with them in the growth of the 
company. (See TNEC Monograph No. 29, p. 977; Fortune, September 
1931, PP* 4 1 ff*) The writer is indebted to Mr. J. L. Block for informa¬ 
tion concerning this company. 

30 Holdings of the Swift interests amounted to about 7 per cent of the 
stock outstanding. This figure was supplied to the writer by the company 
and refers to the year 1941. The SEC credits the family with only about 5 
per cent (in 1937), but this covers the ownership only of those members 
of the family included among the 20 largest stockholders. TNEC Mono¬ 
graph No. 29, pp. 113, 1335- 

“Information supplied by the company. See also p. 73, above. 

“ In the Alleghany Corporation, to cite another example, the Van Swerin- 
gens, the dominant stockholding group, participated actively in manage¬ 
ment. Their leadership extended also to the railroads in which, through 
Alleghany and other companies, they owned a controlling stock interest. 
Their control of the railroads affected seems to have been concerned with 
financial and related matters and, to some extent, with operating policy. It 
undoubtedly included also the choice of a president for each of the roads. 
See Senate Committee on Interstate Commerce, Investigation of Railroads, 
Holding Companies , and Affiliated Companies, S. Rept. No. 25, Pts. 4-5, 
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ever, even though members of the minority group do serve 
as officers, real leadership may pass to professional execu¬ 
tives not members of the stockholding group. Thus in Sears, 
Roebuck and Company, the key figure in management in 
1935 was R. E. Wood, the president, not Lessing Rosenwald, 
chairman of the board, although the Rosenwald family and 
related interests owned a substantial fraction of the outstand¬ 
ing stock. 88 Similarly, the McCormick and Deering families 
(chiefly the former) apparently controlled more than a 
third of the voting stock of the International Harvester 
Company in 1936, at which time a McCormick was chairman 
of the board. 84 Nonetheless, active leadership of the company 
for some years had apparently been with the president and 
his chief operating officers. Members or representatives of 
the McCormick family formed a substantial minority of 
the board, but, with one possible exception, there is little 
evidence that between 1922 and 1941 they participated actively 
and continuously, to any major extent, in decision-making. 


8-11, 16, 25, 76 Cong. 1 and 3 sess., J. C. Bonbright and G. C. Means, The 
Holding Company (1932), pp. 253-62. 

Another example of leadership by a minority group in a railroad occurred 
in the Chicago Great Western. The controlling stock interest in this com¬ 
pany was held by the Bremo Corporation, a holding company formed in 
1929. Patrick Joyce, a member of the Bremo group, became chairman of 
the executive committee of the railroad in 1930 and was elected president 
in 1931. He seems to have been the individual most responsible for the 
policies of that company from the time of his appointment until the road 
went into receivership in 1935, at which time he was made one of the two 
trustees for the road. See Investigation of Railroads , Holding Companies , and 
Affiliated Companies , S. Rept. No. 25, Pts. 12-X4. 76 Cong. 3 sess. 

"The larger individual holdings of the Rosenwald family are listed in 
TNEC Monograph No. 29, p. 1287. General Wood had been selected by 
Julius Rosenwald, Lessing’s father, to head the company. The growth of the 
company in the first quarter of the century was in good part the result of 
the leadership of Julius Rosenwald, president for 15 years and for many 
years the company’s largest stockholder. 

"According to the Federal Trade Commission, on June 30, 1936, nine 
stockholders controlled 38 per cent of the common and 20 per cent of the 
preferred stock. ( Report on the Agricultural Implement and Machinery 
Industry , H. Doc. 702, 75 Cong. 2 sess., p. 172. See also TNEC Monograph 
No. 29, pp. 981, 983.) In addition to Harold McCormick, chairman of 
the board, the family was represented in the executive group in 1936 by 
Fowler McCormick, a vice president, who later became president 
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Since 1941, however, a McCormick has again been president 
and active head of the company. 85 

MINORITY CONTROL WITHOUT ACTIVE 
PARTICIPATION IN MANAGEMENT 

Let us consider now the situation in which the minority 
group is not active in management. Perhaps members of the 
group serve on the board j in other cases, even if their 
holdings are very large, minority stockholders may have no 
official connection with the company. 

It is these cases of informal minority control which create 
the greatest difficulties of interpretation. The “control situa¬ 
tions” found among these companies vary widely—from little 
or no influence to nearly as much participation in decision¬ 
making as we found in some of the companies already men¬ 
tioned. Further, the degree of control exerted is not neces¬ 
sarily a function of the size of the minority holdings. 

Active participation in leadership by the minority group 
frequently occurs in the case of public utilities and railroads 
in which the dominant stock interest is owned by another 
utility or railroad. 36 This was much more true, in the public 
utility field, before the passage of the Public Utility Holding 
Company Act in 1935 than after. Even afterward, however, 
the officials of Electric Bond and Share or of its affiliated 
service company, to take one example, made, or participated 
in making, important decisions affecting the intermediate 
holding companies in which it held a large minority interest 
or the operating companies which the latter in turn con¬ 
trolled. Control over many operating matters was effected 
through the service company, while on important financial 

35 For a study of the management of the company, see P. B. Coffman, 
International Harvester Company , a case study prepared by the Harvard 
Business School. The writer is also indebted to an official of International 
Harvester for information concerning the company. The role of the chair¬ 
man is apparently a relatively inactive one. Fowler McCormick was an 
officer of the company before he became president. Until he became the chief 
executive, he undoubtedly played a role subordinate to that of the president. 

M We refer here only to cases of interlocking corporate ownership through 
minority holdings. Holding-company control through majority ownership 
may be taken for granted and is excluded from the present discussion. 
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matters officers of the intermediate holding companies were 
apparently receptive to suggestions made by officials of Elec¬ 
tric Bond and Share. 87 

Such complete and vigorous participation in leadership, 
however, is not typical of the cases in which a railroad or public 
utility has a considerable minority stock interest in another 
company in the same field. Even among public utilities before 
the passage of the Public Utility Holding Company Act of 
1935, minority control by the leaders of the stockholding 
company was likely to mean only partial participation in the 
leadership function in the company so controlled. Approval 
and (less often) initiation of some major financial decisions 
and the selection of directors and perhaps key executives are 
probably the chief ways in which the control is made active. 88 

87 Before 1935, this giant holding company system was apparently man- 
aged more or less as one company. Electric Bond and Share owned control¬ 
ling interests, varying from 17 to approximately 50 per cent of the voting 
stock, in each of several large holding companies (Electric Power and Light, 
American Gas and Electric, American Power and Light, National Power 
and Light, and American and Foreign Power). The latter controlled the 
operating companies in the system. Prior to 1935, with important excep¬ 
tions in the case of American Gas and Electric Company, the parent com¬ 
pany supplied officers, office accommodations, and necessary services for the 
intermediate holding companies, the officers of which were also officers of 
Electric Bond and Share. After 1935, the intermediate holding companies 
had their own sets of officers, and the operating staff of the top company 
was transferred to a separate service company (Ebasco Services, Inc.), which 
dealt directly with the operating subsidiaries. Less active control has been 
exercised over American Gas and Electric, which has always maintained its 
own operating and management staff, than over the other companies named. 
This has apparently been particularly true since about 1933. On all this see: 
Securities and Exchange Commission, Record of Action , Ebasco Services , 
Inc.y File Nos. 37-31 and 37-44 (Public Utility Holding Company Act of 
1935—Rules U—13-2* and U—13-4, Aug. 23, 1939, on file in the Public 
Utilities Division of the SEC) j Relation of Holding Companies to OferaU 
ing Companies in Power and Gas Affecting Control , H. Rept. 827, Pt. 3, 
73 Cong. 2 sess., pp. 437-550 $ SEC, Holding Company Act Release No. 
2051 (May 10, 1940), No. 2749 (May 13, 1941)) and No. 2962 (Aug. 
23, 1941) j Federal Trade Commission, Utility CorporationSy Summary 
Reforty S. Doc. 92, Pt. 72-A, 70 Cong. 1 sess., pp. 616 ff. The situation 
after 1935, here described, may be subject to substantial changes in the 
future, as a consequence of regulation by the SEC under the provisions of 
the Public Utility Holding Company Act. 

“it is highly probable that the United Corporation, through substantial 
minority holdings and interlocking directorates, exerted some influence, 
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In the case of interlocking ownership among the railroads, 
leadership may also extend to some traffic matters, particu¬ 
larly the routing and interchange of traffic, and to broad plans 
for expansion and integration. Frequently, if not generally, 
executives of the controlled company, whether a railroad or 
public utility, have considerable freedom in making final 
decisions over a broad range of operating and non-operating 
matters, and cases of more or less complete assumption of 
the leadership function by the controlling group are rare. 

Among railroads and utilities, as in the industrial field, 
minority control is frequently a negative rather than a positive 
force. “Control” in these cases usually implies approval 
rather than initiation of decisions, and may imply merely 
an indirect influence rather than direct approval or veto. 
The purpose of the control is normally to further or protect 
particular interests of the controlling group, and this may 
be done without participating in the formation of many, per¬ 
haps most, policies. 

Of course, a certain amount of “influence” is always present 
in these cases of minority control whether the control group 
participates in actual decision-making or not. The manage- 

particularly before 1935, over the managements of such companies as Public 
Service Corporation of New Jersey, Commonwealth and Southern, Niagara 
Hudson Power, United Gas Improvement, and Columbia Gas and Electric. 
This influence, in so far as it affected decision-making in these companies, 
probably showed itself chiefly with respect to financial decisions which might 
have affected the interests of United Corporation and in the selection of 
directors. It is highly doubtful whether the officers and directors of United, 
except in cases in which they were officers of the other companies, played a 
very important part in initiating or actively approving the broad range of 
operating decisions in these other companies. More important than active 
leadership in these companies by United’s representatives were the interchange 
of advice and the existence of an influence—through the potential power 
inherent in United’s stockholdings and through the community of interests 
achieved as a result of interlocking directorates—which in all likelihood 
conditioned the decision-making of the executives in the companies affected. 
Since 1935, the influence of the United Corporation over these companies 
has been greatly diminished. For some information on the United Corpora¬ 
tion, see FTC, Utility Corf orations. Summary Refort , Pt. 72-A, pp. in-16, 
139, 152, 176-77 j Relation of Holding Com fames to Oferating Comfanies , 
Pt. 3 (for companies in the United Corporation group), and Pt. 5, pp. 719 
ff.$ New York Times , Oct. 15, 1941. 
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ment of the controlled railroad or public utility will consider 
the known attitudes and interests of the controlling group, 
even if direct pressure is not brought to bear on it. But in 
this respect, the influence of minority stockholders may not 
be greatly different from that of other strong interest groups. 

In the industrial field, as well as among the railroads and 
public utilities, minority ownership by another corporation 
may carry with it varying degrees of active leadership. The 
same is true when the minority interest consists of indi¬ 
viduals rather than another firm. The minority group may be 
fairly active in the affairs of a given firm on various occasions, 
but this does not necessarily mean that it continuously exer¬ 
cises all or even most of the leadership function. The degree 
of leadership associated with minority ownership, even when 
the minority is active, may vary over a wide range. 

A CASE STUDY OF MINORITY CONTROL 

The various possible meanings of minority control, in 
terms of active business leadership, are well illustrated by 
the history of the du Pont group’s minority interest in 
General Motors Corporation. This is a case in which “minority 
control” has meant some participation in decision-making 
at one time or another by members of the minority group j 
but the participation has been only partial, and the degree of 
leadership has tended to decline with the passage of time. 

At the end of 1937, the du Pont company owned bene¬ 
ficially 23 per cent of the common stock of General Motors 
and had the power to vote about 27 per cent of the stock. 89 
This interest in the automobile company began in 1915, 
when the du Ponts aided W. C. Durant to regain con¬ 
trol and Pierre du Pont became chairman of the board. 

” Nearly all of the du Pont company’s interest in General Motors’ stock 
was represented by complete ownership of the common stock of General 
Motors Securities Company, which owned 27 per cent of the stock of 
General Motors. (See Annual Report of E. I. du Pont de Nemours and 
Company for 1937, and TNEC Monograph No. 29, pp. 938-40.) At the 
end of 1938 the du Pont company announced that it would take direct pos¬ 
session of the General Motors stock then owned indirectly through the 
Securities Company. New York Times , Dec. 31, 1938. 
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Active leadership seems to have been mainly exercised by 
Durant, who became president in 1916 and was primarily 
responsible for the company’s rapid expansion in the several 
years following. 40 By 1918, the du Pont company had pub¬ 
licly admitted that its officers were to share responsibility for 
financial management of General Motors. 41 In 1920, Durant 
retired from the company, and the du Ponts assumed com¬ 
plete control for the time being. 42 Pierre du Pont became 
president as well as chairman, but apparently in a very short 
time Alfred P. Sloan, though only a vice-president, became 
the de facto operating head of the company. In 1923, Sloan 
became president. 43 A du Pont remained as chairman of the 
board until 1937. During the entire period since 1920, 
numerous members of the du Pont group have comprised 
a substantial minority of the board. 44 

The policy of internal reorganization followed by General 
Motors after 1920 seemingly owed a good deal to members 
of the du Pont group. The reorganization included elimina¬ 
tion of unprofitable activities, closer control of finances and 
inventories, and better control and co-ordination of decentral¬ 
ized operations. This new policy—aiming not toward further 
rapid expansion but toward more adequate internal co-ordina¬ 
tion and control—was in marked contrast to the breath-taking 
expansionist policies of W. C. Durant. The detailed changes 
made were undoubtedly the work of Sloan and other execu¬ 
tives, but initiation of the general program and approval of 

40 L. H. Seltzer, A Financial History of the American Automobile Indus¬ 
try (1928), pp. 172 if.} Arthur Pound, The Turning Wheel (1934), 
Chaps. 11, 13. 

41 Annual report of the du Pont company for 1918. The report added 
that the “general function of the du Pont interests is advisory only.” 

42 Pound, The Turning Wheel } Chap. 13 \ Seltzer, A Financial History of 
the American Automobile Industry , pp. 203 ff. $ Federal Trade Commission, 
Refort on Motor Vehicle Industry , H. Doc. 468, 76 Cong. 1 sess., pp. 426- 
27. 

48 See Fortune , December 1938, p. 164} FTC., Refort on Motor Vehicle 
Industry , p. 427. 

44 The du Pont group—members of the family, close business associates, 
and officers of the du Pont company—averaged about six out of a total 
board membership of approximately thirty during this period. 
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its broad outlines probably came from the more active mem¬ 
bers of the du Pont group serving on the board. 45 Selection 
of Sloan as president in 1923 unquestionably represented a 
decision of the du Pont group. 

It is probable that the du Ponts were active in approving 
and sometimes even in initiating major financial decisions, 
particularly in the earlier years. A member of the du Pont 
group—first J. J. Raskob and later Donaldson Brown 4 ®— 
was chairman of the finance committee from 1917 until the 
committee was abolished in 1937, and both of these men 
have supposedly participated in shaping General Motors’ 
financial policies. 47 Members of the du Pont group regularly 
formed a substantial fraction of the finance committee, though 
their representation on the executive committee (which was 
also eliminated in 1937) steadily declined. The du Ponts 
apparently participated in setting up the company’s famous 
bonus plan. 48 Awards under the plan were recommended by 
Sloan to the finance committee, 49 on which the du Ponts were 
well represented, but in all probability the committee’s ap¬ 
proval was nominal. 

Since 1923, participation of members of the du Pont group 
in active leadership seems to have declined as final approval 

“See Fortune y April 1938, pp. no, 112, and December 1938, p. 164; 
Seltzer, A Financial History of the American Automobile Industry , p. 2x1. 
As a matter of fact, interesting analogies can be drawn between the methods 
of management organization and control which were established in General 
Motors and those in the du Pont company. 

m Raskob was an officer in the du Pont company and a close associate of 
Pierre du Pont. Brown married into the du Pont family and, when this was 
written, was a director but not an officer of the du Pont company. His chief 
business connection seemed to be his position in General Motors. 

41 Raskob has been given credit for originally interesting the du Ponts 
in General Motors. (Annual report of the du Pont company for 1919.) He 
also is said to have been in good part responsible for the formation of General 
Motors Acceptance Corporation. (Fortune y December 1938, p. 1675 Febru- 
ary 1939, p. 106.) Pound ( The Turning Wheel y p. 352) states that Raskob 
strongly influenced General Motors’ dividend policy when he was chairman 
of the finance committee. For mention of Brown’s influence in organizing 
General Motors’ financial operations, see Fortune y April 1938, p. 75. 

“ See Seltzer, A Financial History of the American Automobile Industry y 

pp. 220-21. 

“Annual report for 1935. 
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of major decisions came to rest more and more with Alfred 
Sloan, president until 1937 and chairman of the board there¬ 
after. The lessening influence of the du Ponts on operating 
policy can be measured in part by their declining representa¬ 
tion on the old executive committee 5 and their participation 
in financial decisions (except for Donaldson Brown) has 
probably declined, also. The evidence is reasonably conclu¬ 
sive that in such matters as changes in management organiza¬ 
tion, decisions as to acquisitions and expansion, selection of 
major executives, determination of executive compensation, 
and changes in the company’s system of distribution, the final 
authority in fact has for some years been Sloan, not the 
board of directors or members of the du Pont group. 50 There 
is little evidence that members of the group have interfered 
with or directly influenced management’s decisions regarding 
prices, labor policy, engineering, or the variety of other prob¬ 
lems that arise in the production and sale of the company’s 
products. 51 

The du Ponts were given no representation on the com¬ 
pany’s Administration Committee when it was set up in 1937, 
and General Motors executives formed a majority of the 
Policy Committee, also. There is little doubt that today, 
whatever the potential power and informal influence of the 
du Ponts, active leadership and direct responsibility for 
major policies are the prerogatives of Alfred Sloan and of 
his major executives, supplemented by the exercise of some 
approval function by the Policy Committee. It is possible 
that some modification of this generalization is necessary 
in the case of financial policy, but in recent years even this 
modification may not be of great importance. 52 

80 See the references to General Motors in Chaps. 4-5 5 also Fortune y 
April 1938, pp. 75-76} December 1938, pp. 41, 170, 178} January 1939, p. 
1085 February 1939, p. 105. Further information has been secured from 
several officials of the company. 

81 Some influence can be seen in the General Motors* use of United States 
Rubber Company’s tires after the du Ponts bought into the latter company. 
See Fortune , February 1934, p. 127. 

“The du Pont influence in United States Rubber Company, based on a 
ao per cent stock interest acquired in the winter of 1927-28, bears a strong 
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Numerous other cases might be mentioned in which the 
major executives are primarily responsible for decision-mak¬ 
ing but in which a strong minority group possesses consider¬ 
able influence and occasionally participates, primarily through 
approval of some decisions, in the leadership function. The 
influence of these groups cannot be ignored, but it is even less 
possible to ignore the fact that typically these groups do not 
even try to assume the entire mantle of business leadership. 53 


resemblance to that in General Motors. Appointment of F. B. Davis to head 
the company in 1929 clearly represented a decision of the new minority 
group. (Davis had already served the du Ponts in various capacities.) The 
appointment of William de Krafft to be in charge of financial matters also 
involved at least active approval by the du Ponts. Subsequent policies of the 
management, involving financial retrenchment, pruning unprofitable opera¬ 
tions, and setting up a system of decentralized but co-ordinated management, 
are similar to those followed in General Motors and clearly reflect the atti¬ 
tudes of the du Pont group toward management organization and control. 
The sale of additional stock to raise new funds in 1928 and particularly 
the inauguration of an elaborate plan for executive compensation in 1929 
reveal the exercise of leadership by the du Ponts. 

As in General Motors, evidence of active leadership by the du Ponts 
declined rapidly after the first few years. There is no indication of any 
interference today in the broad range of operating decisions or in the details 
of financial management. Representation of du Pont interests on the board 
has regularly been smaller than in General Motors. President Davis probably 
consulted with the du Pont group when important matters arose or reported 
informally to them from time to time, but the major responsibility for 
active leadership seems to have rested with him and his major executives. 
They, not the du Ponts, initiated and approved price, labor, and investment 
policy, decisions as to new products and important technical changes, and 
otherwise guided the company. Potential power, a conditioning influence, 
informal advice, and perhaps occasional approval of some policies repre¬ 
sented minority control in this company in 1940. For information on this 
company, see Fortune , February 19345 H. and R. Wolf, Rubber , p. 4635 
and annual reports of the company, particularly for the year 1929. Addi¬ 
tional information has been supplied by the company. 

8# In 1935, to cite another example, Cliffs Corporation and Cleveland- 
CliflFs Iron Company (the former held all of the common stock of the 
latter) owned directly and indirectly a substantial minority interest in the 
voting stock of Republic Steel Corporation, and two of the directors of the 
latter company were chosen at the suggestion of officers of Cleveland-Cliffs. 
(Prospectus of Republic Steel Corporation, Sept. 11, 1935.) Further, Re¬ 
public is an important customer of and seller to Cleveland-Cliffs. Nonethe¬ 
less, the dominance of T. M. Girdler in the management of Republic Steel 
at that time is clear. Similarly, M. A. Hanna Company owned 28 per cent 
of the voting stock of National Steel in 1935 and had three men on the 
board of directors, one of whom was chairman of the executive committee. 
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“PASSIVE CONTROL” BY MINORITY GROUPS 

In nearly all the cases thus far discussed, minority control 
has meant some participation in active business leadership. 
In other companies, however, minority control is more or 
less completely passive, and years may go by without the 
control group taking any real part in the leadership function. 
Examples of prolonged passivity by the minority group are 
by no means rare. 

Some 18 per cent of the voting stock of Pacific Gas and 
Electric Company—to cite an example from the utility field 
—was owned directly or indirectly by North American Com¬ 
pany in 1941. 54 Nonetheless, the evidence is reasonably con¬ 
clusive that neither the officers nor the directors of the latter 
company have participated in leadership of the Pacific Coast 
utility company. In 1939 two representatives of the stock¬ 
holding company were on the board of Pacific Gas and Elec¬ 
tric, but apparently they seldom attended meetings and 
made no attempt to influence management decisions. Even in 
financial matters, the minority group exercised at best a 
limited influence. 55 The composition of the board suggests 
that the influence of local financial interests has been far 
stronger than that of the North American Company. 56 

In National Steel also, however, the chief executive (E. T. Weir) was 
apparently the dominant figure in the company. See prospectuses of the 
company, May 28, 1935, and Apr. 25, 1938 5 Fortune, June 1932, pp. 

51 Securities and Exchange Commission, Holding Comfany Act Release 
No, 2988 (Sept, ii, 1941). North American’s minority interest originated 
not in an attempt to acquire control but as the by-product of the sale of 
certain properties to Pacific Gas and Electric. 

ft5 See the report of the trial examiner In the Matter of Pacific Gas and 
Electric Comfany, et al, (SEC Public Utilities Division File No. 31-55, 
dated Apr. 16, 1941)5 SEC, Holding Comfany Act Release No, 2988; 
Fortune, September 1939, p. 123. 

58 In 1939, all but two of the directors resided in California. In general, 
they were officers of the company or represented Californian stockholdings or 
financial groups. (See the report of the trial examiner In the Matter 
of Pacific Gas and Electric Comfany, et al.) The chief possible indication 
of decision-making by North American Company is that James Black, the 
president of P. G. and E. from 1935 on, had been an officer of North 
American and of its subsidiary, Great Western Power Company. He became 
a director of Pacific Gas and Electric in 1930, when North American sold 
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The most important examples of passive minority control 
arise out of the transmission of family holdings to succeeding 
generations. There is a pattern in the evolution of ownership 
and control which is common to many large American cor¬ 
porations. During a company’s earlier years, active leadership 
rests with the individual or group who built up the company, 
this early leadership being reinforced by substantial owner¬ 
ship. With the death of the original leaders, ownership passes 
to new generations of the families concerned} and gradually 
the responsibility for active decision-making is relinquished 
by members of the stockholding group and passes to profes¬ 
sional executives, who frequently have been trained by the 
original leaders. In some cases, through public sale, the 
minority interest disappears. In other cases, it remains but 
becomes increasingly passive. Perhaps the heirs sit on the 
board of directors, but, even if they do, their role as active 
leaders in these companies is likely to be largely or entirely 
nominal. 87 

This is the present situation in the Procter and Gamble 


certain California properties to that company in exchange for stock. It is 
said that his choice as president in 1935 reflected the independent judgment 
of the more influential directors and did not result from any pressure 
brought to bear by the North American Company. (See the report of the 
trial examiner previously cited} Holding Company Act Release No. 2988; 
and Fortune , September 1939* pp. 122-23.) Some influence from North 
American, however, may very well have been involved. 

The SEC, in September 1941, ruled that P. G. and E. was subject to the 
controlling influence of North American and denied the former’s application 
that it be ruled not a subsidiary of North American. (Holding Company 
Act Release No. 2988.) The Commission’s decision was based, however, not 
on evidence of active interference by North American in the affairs of P. G. 
and E. but “primarily on our finding that North American has the power — 
if the occasion arises and if it so desires —to make its influence felt in a sub¬ 
stantial and affirmative manner.” (The same, p. 23. Italics mine.) 

57 Most of the important family interest groups associated with various of 
the 200 largest non-financial corporations are now in their second and third 
generations. This is true, for example, of the Mellon, Rockefeller, Duke, 
Hartford, Widener, Harkness, and Woolworth families. It is true also of 
the present dominant branch of the du Pont family. “Only relatively few of 
the large [family] interest groups ... are still largely represented by the 
founders.” TNEC Monograph No. 29, p. 130. 



ROLE OF THE STOCKHOLDER 181 

Company. The Procter and Gamble families still own a 
substantial minority interest, but professional executives today 
make the company’s policies. There is no evidence of any 
important participation in decision-making by members of 
the minority group. 58 The situation does not seem to have 
been greatly different in Sears, Roebuck and Company, par¬ 
ticularly after Lessing Rosenwald’s resignation as chairman 
of the board. 

The outstanding example of passive minority control is 
found in the Rockefeller family’s relations to the corporate 
descendants of the old Standard Oil Trust. Members of the 
Rockefeller family and Rockefeller-endowed institutions have 
owned in recent years from io to 20 per cent of the voting 
stock of the Standard Oil companies of New Jersey, Indiana, 
Ohio, and California, Socony-Vacuum Oil Company, and 
Ohio Oil Company. 59 In each of these companies, active 
leadership is clearly in the hands of professional executives. 
Typically, major executives constitute all or nearly all of the 
board of directors j and neither members nor representatives 
of the Rockefeller family serve as directors. 

There is no indication that in recent years the Rockefeller 
interests have interfered directly in operating or financial 
policies 3 to an increasing extent, the companies compete 
among themselves despite the degree of common ownership 3 
they have pursued independent price and expansion policies 3 

M Members of the Procter and Gamble families appearing among the 
20 largest stockholders owned about 10 per cent of the common stock 
in 1937. (TNEC Monograph No. 29, p. 1227.) Additional holdings, not 
included in the 20 largest, were probably held by other members of the 
two families. (For additional information on this company, see Fortune , 
December 1931, p. 98} and April 1939, pp. 77 ff.j Herbert Feis, Labor 
Relations: A Study Made in the Procter and Gamble Company (1928), pp. 
4-10.) The influence of a man now dead, William C. Procter, is of greater 
importance in shaping management attitudes and decisions than is the power 
inherent in the present family ownership. 

B0 Holdings of the 100 largest stockowners in each of these companies, 
as of Dec. 31, 1938, are given in TNEC Hearings, Pt. 14-A, pp. 8003 ff. For 
earlier information, see Report on Pipe Lines , H. Rept. 2192, Pt. 1, 72 Cong. 
2 sess. 
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and the managements of the companies seem to be self- 
perpetuating. 60 It is true that in 1929 John D. Rockefeller, 
Jr., interposed to oust the head of Standard Oil Company of 
Indiana. This oft-cited incident indicates the degree of power 
latent in the Rockefeller holdings and the Rockefeller name, 
but it does not necessarily imply either continuous or sporadic 
participation in decision-making immediately preceding or 
after 1929. 61 Some informal advice may be forthcoming from 
the leaders of the Rockefeller interests, and the influence and 
potential power of these interests cannot be denied. 62 But 
active leadership rests with management. 

The historical background of a company and particularly 
the training received by its leading executives may have more 
to do with shaping management organization and policies 
than the influence of an important minority group. It is 
the “Rockefeller tradition” rather than the present Rocke¬ 
feller holdings which actively conditions management de¬ 
cisions in the Standard Oil companies. This tradition is 
largely responsible for present methods of management 
organization and internal control, use of the committee 

Direct evidence of the presence or absence of Rockefeller leadership is 
difficult to obtain. The indirect evidence for the most part deals with the 
types of decisions made by the managements of these companies. This partial 
and indirect evidence has been supplemented by interviews with executives 
in the oil industry. For published material—dealing directly or indirectly 
with the question of Rockefeller control—see Fortune , December 1931, p. 
51 j April 1940, pp. 148 if.} June 1940, p. 61 j J. K. Winkler, John D. } 
A Portrait in Oils (1929), pp. 169-70 j TNEC Hearings, Pt. 15 and Pt. 17, 
pp. 9660 ff.j G. W. Stocking, The Oil Industry and the Competitive System 
(1925), pp. 70-78, 104-14; and references to the Standard Oil Companies 
in Chaps. 4-6, above. 

61 A stronger influence, probably involving actual participation in decision¬ 
making, existed in the years immediately following the dissolution of the 
Standard Oil Trust. For the changes in management which followed the 
dissolution, see Allan Nevins, John D . Rockefeller . Vol. 2 (1940), p. 604. 

62 In 1936, Standard Oil Company (New Jersey) floated a bond issue of 
85 millions, of which a substantial amount was sold directly to various 
Rockefeller foundations. (Prospectus for the issue, May 27, 1936.) A strong 
“influence” is here indicated. It is entirely possible that the Rockefeller 
interests suggested the direct sale to the foundations. If so, not merely influ¬ 
ence but decision-making was involved, although the management of the 
company could probably have vetoed the suggestion had it so desired. 
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system, and the domination of boards of directors by officers. 
The same tradition and background have had much to do 
with the competitive relations among the several companies, 
and the “Rockefeller tradition” has undoubtedly also helped 
to shape management attitudes toward various types of operat¬ 
ing and financial problems. 63 A similar situation exists in 
other companies subject to differing degrees of “minority 
control.” Thus one hears of the “McCormick tradition” in 
International Harvester and of the influence of William C. 
Procter in Procter and Gamble. 

Minority groups are not necessarily always active or 
always passive. A normally passive minority group may sud¬ 
denly become active, and a once active group may more or 
less gradually give up its share in the exercise of the leader¬ 
ship function. 

Rockefeller’s intervention in the Standard Oil Company 
of Indiana in 1929 represents an example of sporadic leader¬ 
ship by a minority interest that was normally passive. In the 
years immediately following the merger of the Colgate and 
Palmolive-Peet companies in 1928, the Colgate family, while 
owning the largest block of stock in the new company, par¬ 
ticipated actively in management only to a minor extent. 64 
I* 1 x 933) however, after a short period of unsatisfactory 
earnings, the Colgate interest assumed direct control. S. B. 
Colgate became president 5 important changes were made 
in the board of directors and executive personnel 5 and a 
number of new policies were instituted. This period of active 
Colgate leadership continued until 1938. In that year, S. B. 

63 See Winkler, John D. f A Portrait in Oils , pp. 168-69*, Fortune , March 
1931, p. 45; April 1940, p. 148. In 1936, the ten members of the board 
of the New Jersey company had spent an average of 34 years with the 
company. In other Standard Oil companies, also, the training and back¬ 
ground of many major executives date back to the days of the old “Trust.” 
For an interesting description of management organization in the predecessor 
company, see Nevins, John D. Rockefeller , Vol. 1, pp. 673-78, 681. 

64 S. B. Colgate was made a vice-president but soon resigned. Two other 
Colgates held the positions of chairman and vice-president, but the real 
power in the company was Charles Pearce, of the predecessor Palmolive-Peet 
Company. 
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Colgate retired to the less active role of chairman, although 
he and other members of the family retained their posts as 
directors. Control by this group is still probably more active 
than it was before 1933, but it does not now represent the 
same degree of participation in decision-making that it did 
between 1933 and 1938.®® 

Illustrations of more gradual changes in the nature of 
“minority control” have already been mentioned—for exam¬ 
ple, in the case of the du Pont interest in General Motors. 
The transmission of family holdings to succeeding generations 
normally carries with it a gradual lessening in the degree of 
leadership exercised by the minority group. Typically, the 
leadership thus yielded is assumed by professional executives. 
On occasion, however, some other group—for example, invest¬ 
ment bankers—may take over part of the leadership function. 

In the public utility field, an important change in the 
nature and degree of “minority control” has taken place 
since 1935. Substantial minority ownership by holding and 
“superholding” companies has meant much less influence and 
actual participation in decision-making by the stockholding 
companies since the passage of the Public Utility Holding 
Company Act. At the same time the “controlling” companies 
themselves have become subject to a considerable extent of 
control—involving approval or veto of management decisions 
and, in the case of integration, even initiation of decisions— 
by the Securities and Exchange Commission. 

THE SIGNIFICANCE OF MINORITY CONTROL 

From the evidence of the preceding pages, it is clear that 
“control” by stockholding minority groups may vary from 
almost complete passivity to vigorous and extensive participa¬ 
tion in the leadership function. Ordinarily, the voting strength 
of minority groups translates itself into only limited partici- 

** For further Information on Colgate-Palmolive-Peet Company, see For- 
tune , April 1936, pp. 120 ff.j annual reports of the company, especially for 
the years 1933 and 1938 j and the prospectus of the company dated Mar. 19, 
1940. 
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pation in active business leadership. Typically, in the large 
corporation, management is primarily responsible for major 
policy-making, including both initiation and approval, and 
for direct co-ordination of the firm’s operations. Minority con¬ 
trol is most likely to mean extensive participation in decision¬ 
making when members of the minority group are themselves 
major executives. 

It is not at all surprising that family ownership is coming 
to mean less and less participation in active business leadership 
by members of the stockholding group. Today, family hold¬ 
ings in most very large corporations belong to the second, 
third, or even later generations. Interest in the business ordi¬ 
narily tends to decline as holdings are inherited by later 
generations, and the interests of the original owner’s children 
and grandchildren may well lie in other fields, perhaps out¬ 
side the sphere of business entirely. 86 

Through bequest and inheritance, family holdings typically 
break up into more numerous and smaller segments. Impor¬ 
tant minority holdings in the large corporation today are 
seldom owned by one or even a few individuals. In many 
cases, substantial fractions of the minority group’s total owner¬ 
ship become frozen in trusts—usually with a bank or trust 
company as trustee 07 —and a large segment may belong to 
women and minors. The larger and more diverse the minority 
group, the less likely it is to exercise much real leadership 
in any company. 

To some extent, the tendency for family stockholding 
groups to become more unwieldly with the passage of time 
has been offset by the use of family holding companies and 
the setting up of trusts under a common trustee. Through 

M Sometimes the minority ownership and the influence and desires of the 
founder lead members of the next or later generations to take an active part 
in the business. Witness the Swifts, the Deeres, an earlier generation of 
McCormicks as well as the McCormick who now heads International 
Harvester, Winslow and Brown in United Shoe Machinery, and others. 

67 Banks and trust companies, acting for numerous unspecified beneficiaries, 
were among the twenty largest stockholders of record in practically all of 
the 200 largest corporations studied by the SEC. See TNEC Monograph 
No. 29, App. 10. 
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these devices, voting control of the stock may continue to 
be concentrated—in the hands of those who direct the family 
holding company or of the trustees—even though beneficial 
interests in the stock become spread over a steadily increasing 
number of individuals. 68 These devices unquestionably tend 
to concentrate the power inherent in the minority holding 
into a few hands, even if the family group itself is very large. 
Whether this concentrated power means also sharing with 
management in active leadership depends on the men who 
control the power to vote the stock and on other factors. 
The leaders of a family holding company may choose to 
take a direct interest in the controlled company. They may, 
however, choose to be relatively passive or perhaps take a 
hand in decision-making only sporadically. If the stock is 
held in various trusts, the fact that there is a single trustee 
for all the stock does not imply active leadership. Typically, 
the trustee is a bank or trust company. Officers of the bank 
may serve as directors of the company, but, unless palpable 
inefficiency or worse is indicated, the bank is not likely to 
try to substitute its judgment for that of the company’s 
management. In all probability, representatives of the bank 
will play an active role only in participating in the choice of 
a new chief executive (and frequently not even then) and 
perhaps in influencing some types of financial decisions in 
which its interests, or those of its clients, are likely to be 
particularly affected. 

Some family holdings in established companies arise 
through direct purchase, as did the du Pont holdings in 
United States Rubber. Deliberate purchase of substantial 
minority holdings usually implies an intention to exercise 
some degree of real leadership, if only to effect a reorgan¬ 
ization or to carry out a merger. Where this is the case, 
minority control may imply considerable, though not com¬ 
plete, participation in decision-making for some period. If 
the minority holding results from a merger or the acquisi¬ 
tion of one company by another, the new minority group 

“See TNEC Monograph No. 29, pp. 74, 101-02, 601-02, and App. 10. 
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may very well play an inactive role unless one or more mem¬ 
bers are taken in as officers of the merged or acquiring 
company. 60 

While the role of minority groups in active decision¬ 
making may be limited, we must not minimize their power 
and influence. Minority control always represents potential 
power and usually considerable influence. 

The power of minority groups stems from the ability, 
inherent in their collective voting strength, to change the 
management of a company. The mere existence of this power, 
quite apart from any threat to use it, cannot help but be an 
important conditioning influence operating on management. 
How strong this influence will be in any company depends 
on a number of factors: the size of the minority holding, the 
compactness of the group, the aggressiveness and interests 
of its leaders, the profitableness of the enterprise, and the 
character of the chief executive of the company. To this 
last point we attach considerable importance. If the chief 
executive is able, aggressive, and naturally independent, the 
influence of even a strong minority group may be very 
small, though the ability to remove the executive may still 
be there. 

In addition to the power inherent in the minority group’s 
voting strength, the mere wealth of the group may give 
it considerable power. Wealth automatically carries with it 
some degree of economic power and influence. Wealthy 
minorities can enlist the support of bankers and other 
financial leaders, and they can use the power of these asso¬ 
ciates to reinforce their own power if they desire to become 
active. Out of these financial interrelations and business asso- 

00 This will depend in part upon whether the owners of the acquired 
company were active in the business and, if they were, whether they wished 
to retire after the merger. Andrew Carnegie retired when his company 
became a component of the United States Steel Corporation in 1901. His 
lieutenant, Charles Schwab, however, became president of United States 
Steel and served in that capacity for several years. Both the Guggenheims 
and the McCormicks went on to the leadership of the larger corporations 
(American Smelting and Refining and International Harvester) into which 
their family enterprises were merged. See also pp. 183-84, above, for a brief 
account of the activities of the Colgates in Colgate-Palmolive-Peet. 
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ciations comes a strong set of influences which can condition 
the direction of business leadership. 

In terms of its effect on business leadership, the power 
inherent in minority ownership has a twofold importance. 
First, it provides the source of a continuous influence which 
helps to condition the attitudes and activities of those who 
are the business leaders. Second, the power is important as 
power. In the group resides the ability to change those who 
do make the decisions and to make the decisions themselves. 
From the point of view of both business efficiency and com¬ 
patibility with the assumptions of political democracy, there 
is reason to question whether concentration of this much 
economic power in these particular groups is wise or desirable. 
This question takes on added relevance when we consider 
that these groups assume no responsibility to the community 
or to any interest broader than themselves that is commen¬ 
surate with the power that they possess. On the other hand, 
they do provide a check on management itself. The small 
stockholder, for example, may have to rely on minority 
groups to protect his interests against an irresponsible man¬ 
agement seeking to pursue policies which run counter to the 
interests of the stockholders as a whole. 

The ability to select or change the management of a com¬ 
pany is the criterion most often used by other writers in 
ascribing “control” of a corporation to a particular group. We 
have not followed this practice because “control,” thus used, 
carries implications concerning active decision-making which 
are frequently not true. We may, rather, use the phrase 
“ultimate control” to describe possession of this sort of 
economic power. It is important to remember, however, that 
ultimate control—the ability to change management—is not 
the same as the actual decision-making and co-ordination which 
are encompassed in our concept of business leadership. Ultimate 
control means power and influence. It may or may not mean 
some degree of participation in decision-making. It never 
means, in the large corporation, complete assumption of the 
function of business leadership. 
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THE INFLUENCE AND LEADERSHIP 
ACTIVITIES OF FINANCIAL GROUPS 

Among the individuals and institutions making up the finan¬ 
cial interest groups, commercial, private, and investment 
bankers stand out as occupying a particularly strategic posi¬ 
tion. There is a substantial degree of concentrated control by 
commercial banks over the supply of short-term credit. This 
is perhaps most serious in the case of the small firm dependent 
upon the local bank, but commercial banks may acquire 
power over large firms as well—not only when the firm’s 
operations are chiefly local in character but also when corpora¬ 
tions operate on a national scale. 1 Similarly, strong control 
over the channels of supply of long-term credit is held by in¬ 
vestment bankers, although, as we shall see later, this control 
is weaker now than it once was. 2 

The strategic position of banks and bankers is further 
strengthened by the close relations which frequently exist 
between them and large individual and institutional investors, 
the latter looking to the former for advice and guidance. Such 
relations have existed between insurance companies and in¬ 
vestment trusts and bankers, though the vigorous scramble to 

1 Power by commercial banks seems to arise in two types of situations. 
One type represents the influence which comes from lending. The other type 
is the more interesting and in some ways of greater fundamental importance. 
The larger commercial banks in any city are likely to be the rallying point 
and to provide the leadership for the city’s financial interests. As a result, local 
capitalists sit on the bank’s board, and representatives of the bank are found 
on the boards of important concerns which have an interest (financial or 
otherwise) in the city in question. Boston provides a good example of such 
a situation. See National Resources Committee, The Structure of the Ameri¬ 
can Economy , Pt. i, App. 13, pp. 312-14. 

2 An unwritten rule—which, however, is occasionally broken—forbids 
open competition among bankers for the business of a firm ordinarily 
dealing with a given banking house. (See, for example, Stock Exchange 
Practices , Report of the Committee on Banking and Currency, S. Rept. 
1455, 73 Cong. 2 sess., pp. 85-87 * TNEC, Hearings, Pts. 22-24.) On the 
degree of concentration in the investment banking field, see TNEC Hearings, 
Pt. 24, pp. 12689 ff, 
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invest idle funds during the 1930’s probably caused some of 
these relations to become somewhat less cordial than they had 
been. Close relations are maintained also between banks and 
important stockholding groups. 8 As we noted in Chapter VIII, 
commercial banks and trust companies frequently represent 
substantial stockholdings residing in trusts and estates which 
they administer. In general, common interest in money funds 
and securities tends to strengthen the ties among all the finan¬ 
cial groups mentioned. 

As a result of the importance of financial activities to the 
large firm, there is a marked tendency for management and 
stockholding groups to seek the advice of bankers as financial 
experts. Banker representation on the financial committees of 
boards of directors is by no means due exclusively to the in¬ 
sistence of the bankers themselves. Further, management it¬ 
self may in particular cases be closely related to bankers as 
well as to other financial interest groups. Common social and 
economic origins or interests, as well as the general importance 
to the corporation of financial matters, play a part here. 

Although bankers, therefore, constitute a powerful interest 
group, the extent of their leadership activities in the large 
corporation should not be exaggerated. Much has been written 
about the alleged control of large-scale enterprise by bankers 
and other financial groups. As we emphasized in Chapters VII 
and VIII, however, possession of power does not necessarily 
involve extensive participation in decision-making. In this 
chapter, we shall examine the nature of “bankfer control” and 
shall attempt to determine how much influence is actually 
exercised by financial groups on the leadership function in the 
large corporation. For our purpose, the analysis may be 
limited to the power and activities of investment and com¬ 
mercial banks and bankers. 4 

* See, for example, National Resources Committee, The Structure of the 
American Economy , Pt. 1, App. 13, pp. 314-15. 

4 In terms of the interest groups listed in Chap. 7, the financial groups 
would include: (1) lenders of money funds, including (a) short-term 
lenders such as commercial banks and (b) long-term lenders (bondholders), 
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HOW FINANCIAL GROUPS ACQUIRE AND USE THEIR POWER 

In practice, certain occasions have been particularly pro¬ 
pitious for the acquisition of power by financial groups. When 
corporations are undergoing rapid expansion or consolidation, 
when they are in financial difficulties—in short, whenever they 
have a special need for funds or financial services—the situa 
tion is favorable for an extension of bankers’ influence over 
their affairs. The fact that power has been acquired by finan¬ 
cial interests, however, does not necessarily mean that such 
power is translated into continuous exercise of some part of the 
leadership function, nor that the influence extends into all 
aspects of the company’s affairs. Banker participation in deci¬ 
sion-making, further, has been more prevalent in the railroad 
and public utility fields than among industrial companies. This 
seems to be true even if we consider only the larger indus¬ 
trial companies of the same order of size as those found in the 
other two fields. 

Expansion and -flotation of securities . As has already been 
suggested, financial interests are likely to acquire power when 
a firm is undergoing rapid expansion. This was the case with 
some of the railroads in the nineteenth century and was true 
also of the development of certain public utility systems after 
1890. 5 Bankers played an important role in connection with 

particularly institutional investors such as banks and insurance companies ^ 
(2) those providing financial services. The most important institution in 
this latter category is the investment banking house. Before the Banking Act 
of 1933, private and commercial banks also acted as investment bankers 
Commercial banks and trust companies, while no longer having investment 
banking affiliates, may still provide some types of financial services to the 
large corporation. 

5 A large part of the expansion of the American railroad network took 
place before the rise of the larger investment banking firms that played such 
an important role from about 1890 on. In many young railroads, groups 
of wealthy individuals played the role, in supplying capital and acquiring 
power, which investment bankers were later to play in rapidly expanding 
public utility and industrial corporations. See, for example, the histories of 
the New York Central, Southern Pacific, and Santa Fe. Financial difficulties 
and bankruptcy were more important causes for the acquisition of power by 
bankers over the railroads than the mere need of funds for expansion. 
It is true, however, that much of the financial difficulty that the railroads 
encountered in the last quarter of the nineteenth century arose out of 
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the mergers and system-building which characterized the 
growth of the public utility industry, and they were apparently 
also influential in the expansion of a number of industrial 
companies in the i92o’s. 

It is entirely possible that expansion may require banker 
co-operation and yet lead to the acquisition of little power by 
banking groups. This seems to have been the case with such 
companies as Chrysler Corporation and Swift and Company. 
Of course, some firms have been able to expand largely 
out of retained earnings and thus to avoid reliance on bankers. 
This has been true of a number of companies in the automobile 
industry, the Ford case being particularly well known, and in 
other fields. 

Bankers are likely to acquire power not only through the 
issuance of new securities or the granting of short-term 
credits to finance expansion but also in the negotiations leading 
up to the consolidation of two or more companies or the 
acquisition of one company by another. 

In the case of new security issues, bankers often take some 
part in decision-making for the moment—with respect to the 
terms of the new issue, formation of a syndicate, and in some 
instances the exercise of a final veto on whether new securities 
are issued or not. 8 Leadership in the company’s affairs by 


unwise and too rapid expansion. See E. G. Campbell, The Reorganization 
of the American Railroad System , 1893-1900 (1938). 

In connection with the earlier expansion of public utility systems, it is 
interesting to note that in some cases the sellers of equipment and con¬ 
struction services were forced to play the role of bankers and to finance, by 
accepting securities, the expansion of some utility systems. This was true of 
Electric Bond and Share, which was created by General Electric Company 
as a resting place for the securities of utility companies which it had taken 
in exchange for equipment, and of Standard Gas and Electric, which was 
set up by the Byllesby interests under similar circumstances. See, for example, 
Utility Corf orations , Summary Report of the Federal Trade Commission, 
S. Doc. 92, Pt. 72-A, 70 Cong. 1 sess., pp. 86-87, 94-95- 

9 “In relation to the borrower, the investment banker assumes a role which 
is charged with heavier responsibilities than that of mere purchaser of the 
securities for resale to the investing public. The investment banker performs 
the functions of a financial adviser to the borrowing corporation, determin¬ 
ing many important questions such as the kind of security to be issued— 
mortgage bond, convertible bond, debenture, preferred or common stock— 
flic time of issuance pf the security, and the price of the security to the 
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financial interests may not extend beyond these matters, al¬ 
though under certain conditions, as we shall see, banker par¬ 
ticipation in the leadership of the company may persist for 
some time. The fact that a banking house has the exclusive 
right to sell a company’s securities does not in itself necessarily 
mean that bankers exercise any substantial part of the leader¬ 
ship function in that company. The investment banker’s 
advice to management in connection with the raising of new 
capital may represent participation in decision-making with 
respect to that particular transaction. But the banker may have 
little to say, except when his advice is sought, about other 
decisions made by management, whether he serves on the 
board of directors or not. 7 

In the case of a consolidation or merger, financial interests 
are likely to enter into a considerable amount of decision¬ 
making. Bankers may determine the conditions for bringing 
the companies together and for issuing new securities, and 
they may also choose (or participate in choosing) the directors 

public. The relationship between the investment banker and the borrowing 
corporation is of a semi-permanent character. Once established, it generally 
is respected by other investment bankers.” S. Rept. 1455, 73 Cong. 2 sess., 
P- S 3 - 

7 See, for example, what is said of American Telephone and Telegraph, 
pp. 207-14, below. A similar situation apparently prevails in Sears, Roebuck 
and, probably not quite to the same degree, in General Foods, to mention 
two industrial companies. Both of these companies are attached to particular 
banking houses, but—at least in Sears, Roebuck—it is doubtful that the 
bankers* participation in leadership today extends much beyond the floating 
of new issues and the giving of financial advice. In the case of General 
Foods, banker participation in the leadership function probably has amounted 
to something more than this, particularly in the period of the company’s 
rapid expansion. In recent years, bankers on the board have probably been 
as active as other directors, but there is little evidence that the firm’s bankers, 
as bankers, have seriously impinged on decision-making by management. 
(See Fortune, October 1934, p. 1225 Stock Exchange Practices , Hearings 
before the Senate Committee on Banking and Currency, Pt. 2, 72 Cong. 
1 sess., pp. 569-75.) Kuhn, Loeb and Company are the bankers for Inland 
and a number of other steel companies, but the exercise of the leadership 
function is securely in the hands of the managements and, to a less extent, 
of the dominant minority stockholders in these companies. This is true, also, 
of General Motors. J. P. Morgan and Company handled such securities as 
the company had to sell from 1920 on, and members of the Morgan group 
served as directors. Nonetheless, leadership of the company was firmly in the 
hands of the management and the du Ponts. 
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and chief executive who are to head the new company. 8 Out 
of the merger is likely to evolve a relationship between the 
company and bankers which gives the latter a continuing 
voice in financial affairs and the right to head future under¬ 
writing and selling syndicates for the company’s securities. 

In the public utility field, where banking interests have 
played an important part not only in mergers but in the re¬ 
lated activities connected with the building up of giant holding 
company systems, investment banking houses frequently acted 
as promoters. The leadership of these banking houses prior to 
1935 m holding company promotions and expansion was an 
important factor in determining both the distribution of oper¬ 
ating plants among the public utility empires and the kinds of 
capital structures with which many holding companies 
emerged from their periods of rapid expansion. 9 In spite of 
the importance of banking interests in the public utility field, 
however, banker control has not meant participation to the 
same degree in all types of decision-making. Active leader¬ 
ship by bankers has apparently centered around financial 
matters: the timing and nature of security issues, expansion 
and the building up of holding company systems, and other 
matters of financial strategy. Sometimes, the initiation of plans 

8 This was true, for example, in the formation of United States Steel in 
1901 (see p. 203, below), and also of other mergers at that time. Blair and 
Company played an active role in the negotiations and transactions leading 
up to the acquisition of the prairie oil and pipe line companies by Sinclair 
Consolidated Oil and the eventual formation of Consolidated Oil Corpora¬ 
tion in 1932. {Stock Exchange Practices , Hearings, Pts. 6-7, 73 Cong. 1 
sess. 5 Securities and Exchange Commission, Investment Trusts and Invest¬ 
ment Companies , Report on Abuses and Deficiencies in the Organization and 
Operation of Investment Trusts and Investment Companies , H. Doc. 279, 
76 Cong. 1 sess., pp. 227 ff.) J. P. Morgan and Company played the leading 
role in the formation of Standard Brands, Inc. in 1929. ( Stock Exchange 
Practices, Hearings, Pt. 1, pp. 188 ff.) Numerous other cases might be 
mentioned. 

9 For a general discussion of the influence of investment bankers in 
public utility holding companies, see Federal Trade Commission, S. Doc. 92, 
Pt. 72-A, 70 Cong, i sess., especially pp. 75 ff. See also Relation of Holding 
Companies to Operating Companies in Power and Gas Affecting Control , 
Report of the Committee on Interstate and Foreign Commerce, H. Rept. 
827, 73 Cong. 2 sess., especially Pt. 3. Regarding the situation since 1935, 
see pp. 218-19. below. 
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may have come from the banking group; more often it was 
a matter of sharing with management in final formulation and 
approval of decisions. In companies in which a marked degree 
of banker power prevailed, choice of directors and the chief 
executive undoubtedly sometimes rested with members of the 
financial group. 10 There is little evidence, however, that 
banking groups intervened directly in the formulation of 
operating decisions; and in rate-making, of course, regulatory 
commissions have played a more important role than any 
other outside group. 

Financial difficulties and reorganization . Another type of 
situation in which banking and other financial groups are 
likely to acquire power occurs when a corporation finds itself 
in financial difficulties. Investment and commercial banks have 
control of the supply of new funds that are necessary, and they 
are not likely to permit these funds to go to a company in 
financial trouble without the exaction of terms. In addition, 
financial matters are the regular business of bankers; security 
holders look to them for leadership when trouble occurs; and 
they are better equipped and more strategically located than 
other groups to head protective and reorganization com¬ 
mittees. 

Bankers may acquire power over a firm in financial diffi¬ 
culties even if reorganization is not involved. In 1910, Gen¬ 
eral Motors found itself in need of financial aid after a period 
of too rapid expansion. The granting of such aid resulted in 
the acquisition of considerable power by banking interests. 
Later, in 1920, the need of financial aid led to banker repre¬ 
sentation on the board and finally to a transfer of power 

10 Commonwealth Edison was formerly a member of the Insull system, 
and substantial blocks of its stock were pledged to various commercial banks 
as security for Insull’s loans. The banks held this stock for a number of 
years after collapse of the Insull system. In 1939, when a new chief 
executive was to be appointed, a Chicago banker on the board of Common¬ 
wealth Edison conferred with representatives of the New York banks 
involved, before the appointment was announced. New York Times , Nov. 
27 and Dec. 2, 1939. 
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from W. C. Durant to the du Ponts. 11 Other companies 
yielded to some banker influence in 1920-21. An interesting 
example of a company that staved off receivership at that time 
only by submitting to a very large amount of influence and a 
considerable degree of active leadership by a banking group 
was the Goodyear Tire and Rubber Company. 12 Again in the 
great depression, similar situations developed, although ap¬ 
parently to a less marked degree. 18 

When a company is heavily in debt to bankers, the latter 
may play an important role in the company’s affairs for a 
considerable period. That is, the power acquired is translated 
into a significant degree of decision-making. A committee of 
banking (and perhaps merchandise) creditors may take charge 
of financial decisions, sometimes select a new chief executive 
and perhaps other officers, and initiate policies aiming at in¬ 
ternal reorganization and financial retrenchment. Such was 
the case, for example, in General Motors in 1910 and Good¬ 
year Tire and Rubber in 1921. In the funding of the short¬ 
term debt of a company in temporary financial difficulties a few 
years ago, the underwriters of the new bond issue secured an 
agreement with the borrowing firm that the successors to the 
two chief men in management must be approved by the 
bankers floating the issue. 14 Subsequent borrowing by the com¬ 
pany, however, was not attended by any such provision. 

Reorganization has proved a fruitful occasion for acquisi- 

11 Maintenance of banker power in the 1910 episode was ensured for five 
years by the setting up of a voting trust. For information on these two 
periods in General Motors* history, see L. H. Seltzer, A Financial History 
of the American Automobile Industry , pp. 162 ff., 196 ff. See also p. 175, 
above. 

** See Hugh Allen, The House of Goodyear , Chap. 3 $ H. and R. Wolf, 
Rubber , pp. 447-53} Fortune , November 1932, p. 104. 

** Large corporations, in general, entered the depression of the thirties 
in a sounder working-capital position than in the 1921 depression. It was 
not impaired cash position, large current indebtedness, or an excess of 
inventory, but loss of earning power and unsound capitalization that brought 
on financial difficulties in the thirties. These weaknesses led frequently to 
receivership and reorganization. 

14 See the prospectus for a bond issue of Cleveland-Cliffs Iron Company 
dated Dec. 10, 1935. This case is discussed at some length in TNEC Hear¬ 
ings, Pt. 24, pp. 12462 ff. 
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tion of power by financial interests. This has been particularly 
true of the railroads. The wholesale railroad reorganizations 
of the 1890’s resulted in putting a banking group, particularly 
J. P. Morgan and Company, into an extremely strong position 
in a number of important railroads. 15 Later, banking groups 
were able to acquire, maintain, or enhance their power in re¬ 
lation to particular railroads through the leading roles they 
played in reorganization proceedings. Very recently, insurance 
companies, the largest long-term creditors of the railroads, 
have taken a more important part in railroad reorganizations. 
Banking and other financial groups have also been able to 
acquire a great deal of power in the reorganization of other 
than railroad corporations. Since 1938, however, activities of 
bankers in reorganization proceedings have been seriously 
circumscribed by the new Chandler amendments to the bank¬ 
ruptcy law. (We shall say more about this later.) 

What has been the nature of bankers’ leadership in reor¬ 
ganizations? In the past bankers have played a leading part 
in arranging the terms of reorganization and the capital 
structure of the reorganized company, and in selecting the 
new board of directors and chief executive. 16 There have been 

18 In the reorganizations dominated by Morgan at that time, a voting 
trust was usually created, with one or more Morgan partners as voting 
trustees. This was true, for example, of the Northern Pacific, Reading, Erie, 
Southern, and Chicago Great Western. The last was reorganized in 1909. 
See Campbell, The Reorganization of the American Railroad System , xtfpj- 
1900; Refort of the Committee . . . to Investigate the Concentration of 
Control of Money and Credit, H. Rept. 1593, 62 Cong. 3 sess., pp. 61-63, 
148-50. 

w The roles played in recent years by bankers and creditor groups during 
corporate reorganizations have been thoroughly explored by the Securities 
and Exchange Commission. The Commission had this to say of the role of 
investment bankers in corporate reorganizations: “Houses of issue and their 
counsel have served as the focal point for mobilization of security holders 
in reorganizations. In this respect they have played a role junior to none— 
not even the management. While their plans and program have almost 
uniformly been worked out in conjunction with the management of the 
company and in conformance with its general desires and objectives, they 
have supplied the initiative and the drive incident to organizing the security 
holders, mapping out the necessary reorganization procedure, working out 
the plan of reorganization, and designing the machinery necessary for its 
consummation. As a consequence, they have been deemed by many to be 
essential to the reorganisation system) for without them there would be 
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a number of instances in which reorganizations have left par¬ 
ticular bankers with a monopoly of future new security issues 
and, frequently, with a strong voice in management for several 
years thereafter. 17 In the railroad field, bankers have in some 
cases been active between and after reorganizations, helping 
to choose top executives and directors, determining the timing 
and nature of new security issues, and exercising some approval 
function with respect to acquisitions of property and the se¬ 
curities of other roads. Here as elsewhere, their leadership has 
centered around the making of financial decisions and, per¬ 
haps to a less extent, the choice of men. They seem to have 
played a much less important role in operating and traffic 
matters. 18 Even in financial matters, bankers have co-operated 
with officers and influential members of the board. It has not 
been a case of bankers being solely responsible for decisions 
in these matters. 19 


no one with comparable ability, resources and interest in the situation who 
would be able to take the lead and the responsibility for initiating and 
directing the reorganization process. However that may be, it is true that 
reorganization of a corporation of substantial size without the assistance of 
the principal houses of issue is an anomaly in current practice.” Securities 
and Exchange Commission, Refort on the Study and Investigation . . . 
of Protective and Reorganization Committees , Pt. 2 (1937), p. 164. On 
the general subject of the roles of bankers and creditor groups, see Pts. i, 
2, and 7. 

1T For example, the reorganization of Armour and Company led to banker 
control of financial and other policies after 1923. N, S. B. Gras and 
Henrietta Larson, Casebook in American Business History (1939), pp. 640, 
641-42. 

19 The elder J. P. Morgan, however, was influential in bringing about 
agreements as to rates and division of territory in the late eighties and 
nineties. Investigation of Railroads, Holding Companies , and Affiliated 
Companies , Report of the Committee on Interstate Commerce, S. Rept. 
1182, Pt. 1, Railroad Combination in the Eastern Region , 76 Cong. 3 sess., 
pp. 16-17} Lewis Corey, The House of Morgan (1930), pp. 166 fL, 199. 

**In general, railroad managements were probably more subservient to 
associated banking interests 30 or 40 years ago than they have been in 
recent years. Furthermore, in spite of the power which bankers have 
acquired over a number of railroads—largely but not wholly as a result 
of the many reorganizations in the industry—certain roads, especially those 
with relatively profitable records, have retained considerable independence 
of management. In the Pennsylvania, which has been characterized by a 
long period of profitable operation and a succession of able and aggressive 
managements, there is no question of the dominant and independent position 
of the management, even in financial matters, although partners in Kuhn, 
Loeb and Company seem to have worked closely with the company’s officers 
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Other cases of financial influence and leadership. There are 
other circumstances in which financial groups may find them¬ 
selves in a position to affect decision-making in particular 
companies. They are likely to play an important part in the 
selection of new managements when the control powers of 
owners are weak. Boards of directors, ordinarily passive in 
companies dominated by strong chief executives, have been 
known, on the latter’s death or retirement, to turn to bankers 
for aid or advice in choosing a successor. 20 Since the new 
management may exercise more or less completely independ¬ 
ent discretion from then on, leadership by the financial 
group in such cases may be limited to choosing the executive— 
except that the bankers, of course, are likely to become active 
again if new securities are to be issued or bank loans obtained. 


in many financial matters. See the various volumes of the Wheeler committee, 
S. Rept. 1182, 76 Cong-. 3 sess. 

On the other hand, the New York Central represents a case of a successful 
company in which banker participation in active leadership has been more 
pronounced. The Morgan-Baker interests have played an important role in 
the company. Partners of the Morgan firm and, when he was alive, the 
elder G. F. Baker (of the First National Bank of New York) actively 
participated in making numerous important decisions, chiefly in financial 
matters. As an indication of the importance of Baker, who was a large 
stockholder in his own right, see a letter to him from the chairman of the 
finance committee in 1925, stating that a matter before the finance com¬ 
mittee would be held in abeyance until Baker returned to New York. 
(S. Rept. 1182, Pt. 3, p. 1669. See, also, the letter reproduced on p. 1670 
of the same volume for an indication of Baker’s influence in the Lehigh 
Valley Railroad.) According to Fortune (February 1932, pp. 70, 112), 
representatives of J. P. Morgan and Company and the First National Bank 
participated in the selection of the president of the New York Central. 
In this connection, the magazine stated: “ ‘The interests,’ which is to say in 
modern parlance, the bankers, elect railroad presidents.” Although put too 
strongly, this statement apparently has a substantial element of truth. 

In other roads, particularly those which have gone through extensive and 
frequent reorganizations, the power and active leadership of bankers has 
been especially marked. A case in point is the Chicago, Milwaukee, and 
St. Paul, which was in receivership from 1925 to 1928. Evidence indicates 
a good deal of active leadership by banking groups both before 1925 and 
after 1928, as well as during the reorganization proceedings. This leadership 
included the choice of the company’s chief executive. See Investigation of 
Railroads, Holding Companies, and Affiliated Companies, Additional Re¬ 
port, S. Rept. 25, Pts. 18-22, 76 Cong. 3 sess., especially Pt. 21. 

See, for example, what was said of the railroads, note 19, p. 198, above. 
See also TNEC Hearings, Pt. 24, p. 12359. See also Fortune , January 
* 935 i PP- ^ 9 > 7 °> for two cases in which J. P. Morgan and Company is 
supposed to have appointed a chief executive. 
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Investment bankers are in a position to establish intimate 
relations with a firm when owners of a closely held corpora¬ 
tion seek to transfer ownership to the public. 21 Not only may 
bankers acquire some influence as the price of underwriting, 
but they may find it easy to maintain that influence subse¬ 
quently as a result of the weakening of the stockholder interest 
through diffusion of ownership. Similar factors enter in the 
case of mergers. 22 

Independent of action by the corporation, financial interest 
groups may acquire power and wield influence in a company 
through a variety of familiar devices aimed at securing voting 
control. Purchase of minority interests, creation of voting 
trusts, pyramiding of holding company structures, to mention 
some of the methods, are means used by wealthy individuals 
and banking houses to acquire influence over particular cor¬ 
porations. Banking houses, as well as individuals, have often 
bought into one or more companies—either directly or by 
setting up a holding or investment company. The creation of 
The United Corporation by the Morgan-Drexel-Bonbright 
interests is a case in point. 28 Bankers, moreover, have fre- 

21 The influence of J. P. Morgan and Company in the affairs of the 
New York Central dates from the year 1879, when W. H. Vanderbilt 
asked the Morgan firm to sell part of his holdings of New York Central 
stock to the public. (Campbell, The Reorganization of the American Rail¬ 
road System , 1893-1900 , p. 1465 Corey, The House of Morgan , pp. 139- 
42.) In 1920, to cite another case, the Thorne brothers, until then the 
dominant interest in Montgomery Ward, sold a large block of stock to 
J. B. Duke and C. A. Whelan, who shortly afterward sold the stock to a 
banking group connected with J. P. Morgan and Company and First 
National Bank of New York. The next president of the company was 
selected by the bankers. ( Fortune , January 1935, pp. 69-70.) A similar 
sale of private holdings to bankers created the Morgan influence in Johns- 
Manville. Fortune , March 1934, p. 84. 

"The part played by the House of Morgan in the formation of United 
States Steel Corporation is the best known but by no means the only 
important case of this sort. Formation of International Harvester in 1902 
represents another well-known example. Here also the banking firm was 
J. P. Morgan and Company. The banking influence was stronger and 
endured over a longer period in the Steel Corporation than in International 
Harvester. In the latter company, a dominant minority interest has continued 
in existence to the present day. 

“ See p. 172, note 38, above. Strategic moves by bankers, as well as others, 
to acquire influence over large corporations through security dealings and 
creation of holding companies have been particularly prevalent in the public 
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quently been involved in security transactions of a type which 
resulted in giving them a large measure of influence in the 
affairs of particular corporations. 

Extent of decision-making by bankers . In some companies, 
leadership by a banking group may be said to be exercised 
regularly, rather than merely on sporadic occasions such as 
the issuance of new securities, reorganization, or merger. Even 
in such cases, however, the influence or decision-making of the 
group is likely to be felt primarily in relation to financial 
matters, whether the banking interests are represented on the 
board of directors or not. The bankers may initiate and ap¬ 
prove decisions with respect to new issues, offer advice where 
important financial considerations are involved, and participate 
with the major executives (and perhaps some directors or the 
board as a whole) in the approval of expansion programs. In 
some cases, fairly regular participation in the selection of di¬ 
rectors and major executives may be involved. Although 
bankers do not ordinarily attempt to interfere directly in non- 
financial matters to any considerable extent, except when re¬ 
trenchment is sought after financial difficulties, their influence 
on financial policy may of course have substantial repercus¬ 
sions on operating and price decisions. 24 On occasion, appar- 

utility field. See, for example, Federal Trade Commission, S. Doc. 92, Pt. 
72-A, 70 Cong. 1 sess., especially pp. 75-81. 

24 The emphasis of bankers on solvency and liquidity, regardless of profit 
and operating criteria, is eloquently illustrated by the following excerpt 
from a letter from three banking houses to the president of American Tele¬ 
phone and Telegraph, written in 1907, shortly after these houses had 
become the company’s bankers: 

“Our interest in the success and prosperity of your company induces us 
to repeat to you what we have already said, verbally, to your predecessor, 
Mr. Fish. 

“We consider it of vital consequence to the financial welfare of the 
company that no expenditures should be entered upon in the near future, 
except such as are absolutely necessary, no matter what the prospective 
profits on other expenditures may be—the credit of the company being of 
paramount importance.” 

This letter, from the files of the Federal Communications Commission, is 
reproduced in TNEC Hearings, Pt. 23, p. 12160$ also in N. R. Danielian, 
A . T.&T. y The Story of Industrial Conquest (1939), p. 72. 

For a different type of influence from a financial group (in this case 
operating on prices) involving the sort of financial manipulation by bankers 
that was all too common during the twenties, see E. G. Nourse and H. B. 
Drury, Industrial Price Policies and Economic Progress , pp. 149-56. 
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ently, bankers have intervened in decisions respecting prices 
and other non-financial matters, but such influence and deci¬ 
sion-making are generally not exercised continuously. Banker 
interference in non-financial decisions seems to be less ex¬ 
tensive today than it was in the first decade of the century. 

The main points to be emphasized in this discussion of 
leadership by financial groups are: (i) the wide variety of 
types of situations found in practice, (2) the fact that even in 
the same companies different degrees of leadership have been 
exercised by bankers at different times, and (3) the fact that 
“banker control” almost never means anything close to com¬ 
plete assumption of the leadership function by bankers. To say 
that a company is subject to banker control is to say little more 
than that some banking group is in a position to exert an in¬ 
fluence on decision-making by management or perhaps to 
participate in some kinds of decision-making itself. Control of 
the sale of new security issues is not an adequate criterion of 
the degree of active leadership exercised by a company’s 
bankers. Neither is the extent to which bankers serve on 
boards of directors. The degree and kind of business leader¬ 
ship involved in “banker control” varies from company to 
company—and even in the same company with the passage 
of time. The facts can be ascertained only by a study of indi¬ 
vidual cases. 

To give further concreteness to this discussion, detailed 
case studies of banking influence in two prominent American 
companies are presented in the following pages. 

BANKER INFLUENCE AND LEADERSHIP IN UNITED 
STATES STEEL CORPORATION 

Both United States Steel Corporation and American Tele¬ 
phone and Telegraph Company are sometimes spoken of as 
“Morgan companies.” 25 There is little question, however, that 
the degree of power and leadership by the Morgan group has 
differed greatly in the two cases. 

** See, for example, National Resources Committee, The Structure of the 
American Economy , Pt. 1, pp. 309-10, which places both companies in the 
“Morgan-First National” interest grouping. 
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In the case of the Steel Corporation, a banking group has 
possessed a great deal of power, and this power has, on various 
occasions, been translated into something more than a mere 
influence over financial matters. 26 The elder J. P. Morgan and 
his firm played the leading part in the formation of the com¬ 
pany in 1901. 27 Impressed by the success of committee man¬ 
agement in Standard Oil, Morgan was responsible for setting 
up an executive committee of the board of United States Steel 
headed by Gary, as well as a finance committee. 28 Final ap¬ 
proval of the first board of directors rested with Morgan, who 
admitted in 1912 that even then no director could be elected 
over his protest. 20 

In the first decade of the Corporation’s history, Morgan ap- 

30 Selection of “Big Steel” for discussion is not meant to imply that this 
company represents by any means the extreme in banker control. Other 
examples of strong banker control might be given. The case is chosen 
because of the importance of the company and the fact that banker influence 
in this case has already been extensively discussed in print; witness the 
following statement: “The [Steel] Corporation is the leading example of 
what is known as ‘a Morgan company.* Indeed, considering its size and 
the fact that the elder Morgan created it, the Corporation may well be 
called the Morgan company.” Fortune , March 1936, p. 63. 

37 Corey, The House of Morgan , Chap. 23; Money Trust Investigation, 
Subcommittee of the House Committee on Banking and Currency (1913)* 
pp. 1025, 1026-27; United States Steel Corf oration, Hearings before the 
House Committee on Investigation of United States Steel Corporation, 62 
Cong. 1 and 2 sess., p. 204 ff., 1276 ff.; Ida M. Tarbell- The Life of 
Elbert H. Gary, Chap. 5. 

29 The same, p. 127. It is interesting to note that Morgan apparently 
completely misunderstood the nature and functioning of the top-manage¬ 
ment committees in the Standard Oil organization. The latter were highly 
active committees of men who were essentially working partners in the 
business. The committee members were in a sense owner-managers, who 
concerned themselves intimately with the operations of the business. The 
committees set up in United States Steel were largely committees of out¬ 
siders. The executive committee, which presumably was to concern itself with 
operations, was abolished within two years. The finance committee has 
endured to the present; but it is dominated by outsiders and bankers, and 
other members of the financial community have always been strongly repre¬ 
sented. The company has never had a powerful standing committee of 
“steel men” in the same way that the old Standard Oil “Trust” had its 
committees of men who “knew oil”—committees which have their counter¬ 
parts even today in the various Standard Oil companies in the form of 
boards of directors and executive committees made up of full-time executives 
of long experience in the petroleum industry. 

M Money Trust Investigation , pp. 1025-26} Tarbell, The Life of Elbert 
H. Gary, p. 126. 
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porently was the final authority in a number of major deci¬ 
sions. A labor agreement following a strike in 1901 was signed 
in his office. In 1909, Gary—by then chairman of the board 
and of the finance committee—cabled Morgan in Europe for 
support in opposing a wage reduction in the company’s sub¬ 
sidiaries which was being recommended by President Corey 
and other officials. 80 Gary frequently conferred with Morgan 
and relied on him for support, particularly in the first few 
years. The banker was responsible for Gary’s becoming chair¬ 
man of the finance committee in 1907, succeeding G. W. Per¬ 
kins, a Morgan partner. 81 Purchase of the Tennessee Coal, 
Iron and Railroad Company in 1907 was in large part in¬ 
spired by Morgan, despite objections by Gary and Frick. 82 
Partners of Morgan and Company served on the board and 
its standing committees. Needless to say, the raising of new 
funds was completely controlled by the Morgan group. 83 

80 The same, pp. 160, 2145 Corey, The House of Morgan , pp. 279-80; 
United States Steel Corf oration, Hearings, 62 Cong. 1 and 2 sess., p. 1568. 
For Morgan’s influence on the Corporation’s labor policy, see Tarbell, 
The Life of Elbert H. Gary , Chap. 7, and Corey, The House of Morgan, 
Chap. 24. Several conferences just before the 1901 strike were held in 
Morgan’s office. Tarbell, The Life of Elbert H . Gary, p. 158. 

81 The same, pp. 148-49, 190 and Chaps. 6-9; Money Trust Investiga- 
tion , p. 1026. 

" Morgan’s interest apparently arose out of the need of helping a 
prominent brokerage house in financial difficulties during the 1907 crisis. 
Actual negotiations were handled by Gary and Frick. (See United States 
Steel Corporation, Hearings, 62 Cong. 1 and 2 sess., pp. 129 fiF., 937, 1093; 
Corey, The House of Morgan , pp. 345-46; Tarbell, The Life of Elbert H . 
Gary, pp. 196 ff.) The Corporation’s finance committee met a number of 
times during the negotiations—in Morgan’s library. Though not a member 
of the committee, Morgan was apparently present at these meetings. ( United 
States Steel Corporation, Hearings, 62 Cong. 1 and 2 sess., p. 1425.) Gary 
yielded to Morgan also in the leasing of the Great Northern’s ore lands. 
Tarbell, The Life of Elbert H . Gary, p. 236. 

“Morgan influence and leadership showed itself in other ways, also. 
In 1903, the finance committee was prepared to pass the dividend on the 
preferred stock, “and it was only the most earnest possible urging on 
Mr. Morgan’s part that caused the committee to go on and declare that 
dividend and not pass it.” (Testimony of G. W. Perkins, in United States 
Steel Corporation , Hearings, 62 Cong. 1 and 2 sess., p. 1585.) At about 
the same time, Gary prevailed on Morgan, after a long argument, to 
permit the passing of the dividend on the common. As Miss Tarbell tells 
the story, though Morgan gave in to Gary and the common dividend was 
omitted, it was up to the banker to decide. (Tarbell, The Life of Elbert H . 
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It would be a grave error, however, to assume that this 
active and extensive control by Morgan and his partners, even 
in the Corporation’s earlier years, meant full and complete 
assumption of the leadership function. 84 Gary’s power in the 
company steadily grew, and in many matters he was able to 
impose his will on other members of the board and on the 
other executives. 85 This would not have been possible of 
course without the explicit or tacit approval of Morgan. The 
company’s policy of stable prices and friendly relations with 
competitors was clearly Gary’s work. There is little evidence 
that the financial group interfered to any great extent in 
operating matters, and this became increasingly true with the 
passing years. At the time of Gary’s death in 1927, he was 
indubitably the dominant figure in the corporation. As in 
other corporations, many important operating decisions were 
made by subordinates. Such decentralization on the operating 
side was probably accentuated by the board’s interest in purely 
financial affairs and by Gary’s leanings toward broader ques¬ 
tions of competitive and public relations and legal and finan¬ 
cial matters. 88 The finance committee of the board, of which 

Gary , pp. 170-71.) It should be noted that Morgan was not a member of 
the finance committee. 

84 In this connection, the following incident is of interest. In June 1901, 
shortly after the formation of the Steel Corporation, the Pennsylvania 
Railroad purchased the controlling interest in two independent steel com¬ 
panies. This was done by the railroad apparently to protect itself against 
the United States Steel Corporation. The securities were purchased through 
E. B. Morris (a trustee under the will of A. J. Drexel) and Drexel and Co., 
“by that time a mere branch” of J. P. Morgan and Co. The Wheeler 
committee in analyzing this transaction stated: “There are several circum¬ 
stances surrounding these steel company purchases which are confusing and 
suggest that perhaps Morgan control of the Steel Corporation’s policies at 
this time was not as close as has been generally thought.” S. Rept. 1182, 
Pt. 1, 7 6 Cong. 3 sess., pp. 52-53. 

M See Tarbell, The Ltfe of Elbert H . Gary, especially Chaps. 6, 8, and pp. 
218-19$ Arundel Cotter, United States Steel: A Corf oration with a Soul , 
especially pp. 3, 92-93. Gary was chairman of the executive committee, 
1901-03$ chairman of the board from 1903 on$ and chairman of the 
finance committee after 1907. 

** See Fortune , March 1936, p. 63$ H. N. Casson, The Romance of Steel 
(1907), pp. 213-14. From the internal reorganization of the company 
undertaken after Gary’s death, one would gather that on the operating side 
the diffusion and overlapping of responsibility among the operating execu¬ 
tives had gone so far as seriously to impair operating efficiency. 



LEADERSHIP IN THE LARGE CORPORATION 


zo6 

some partners of the Morgan firm have always been members, 
exercised some independent approval function but in general 
seems to have followed Gary’s lead. Individual members of 
the finance committee, particularly the Morgan partners, un¬ 
doubtedly participated in the making of many major deci¬ 
sions, especially on the financial side. Gary, however, seems to 
have been largely responsible for the company’s labor policies, 
especially after the first few years. 87 

The internal reorganization of the Corporation after Gary’s 
death in 1927 was undertaken by Myron Taylor, who was 
apparently chosen for the job by the Morgan group. For 
several years after 1927, a “triumvirate” of Taylor, J. P. Mor¬ 
gan (who became chairman of the board on Gary’s death), 
and James Farrell (president from 1910 to 1932) was said to 
be in charge of the company’s affairs. Taylor, however, was 
the chief figure in the company from the end of the twenties 
until his resignation in 1938, and the Corporation’s extensive 
internal reorganization program was carried out under his 
direction. 88 Morgan partners on the finance committee un¬ 
doubtedly played a role of some importance, both as advisers 
and in approving major decisions. The entire finance com¬ 
mittee seems to be somewhat more active than the typical 
standing committee of the board in most large corporations. 
The Corporation’s famous contract with the Steel Workers 
Organizing Committee in 1937 was apparently Taylor’s work, 
although approval of the board had to be secured. 89 Who was 
responsible for the choice of the three men to take over the 

"See Tarbell, The Life of Elbert H. Gary, Chap, 115 Cotter, United 
States Steel: A Corporation with a Soul, pp. 4, 139, 246 ff. Neither of 
these authors can be considered unbiased in their discussion of controversial 
issues, including Gary’s and the Corporation’s earlier attitudes toward 
wages, hours, and union organization. 

” M. C. Taylor, Ten Years of Steel (address before the annual stock¬ 
holders’ meeting, April 1938)5 Fortune, August 1931, p. 1215 June 1936, 
p. 1135 March 1940, pp. 64, 6 7. Taylor was chairman of the finance com¬ 
mittee from 1927 to 1932, when he succeeded Morgan as chairman of the 
board. Farrell held the title of “chief executive officer” from 1927 to 1932, 
after which this title passed to Taylor. The latter gave up the chairmanship 
of the finance committee in 1933. 

99 See Taylor, Ten Years of Steel , pp. 40 ff. 
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leadership of the corporation when Taylor resigned is not 
known. It may be surmised that selection of these men repre¬ 
sented a joint decision of Taylor and a few key directors, in¬ 
cluding one or more of the Morgan directors, subject to more 
or less automatic approval of the board as a whole. Since 1938, 
the situation in the Steel Corporation might be characterized 
as one in which strong potential power by a banking group 
still exists but in which active leadership rests with the execu¬ 
tive group, subject to some veto power by a relatively 
strong finance committee. There is no question that operating 
policies—including decisions as to price policy—are deter¬ 
mined by the executive group, particularly by the president 
(who is “the chief administrative officer”) and his principal 
subordinates. 

“Banker control” in this company, then, has meant a 
strong and continuing influence, stronger at some times than 
at others, and a varying degree of participation in the process 
of decision-making. Active leadership by the banking group 
was most in evidence in the early years of the corporation’s 
history, and again after Gary’s death, when the continuity of 
a successful management was broken. 40 The extent of banking 
influence in the future will probably depend on the inde¬ 
pendence displayed by the top management group and the 
future profitability of the company’s operations. 

AMERICAN TELEPHONE AND TELEGRAPH COMPANY: A CASE 
OF DECLINING BANKER INFLUENCE 

American Telephone and Telegraph is sometimes also 
classed as a “Morgan company.” The Morgan firm has for 
many years regularly headed the syndicates underwriting the 
public sale of new security issues of the parent and subsidiary 
companies. Members of the “Morgan-First National” group 
have served on the board of directors for more than a third of 
a century, although at present it is the company’s policy not to 

^Apparently Gary failed to prepare any one to take his place. It is 
probably significant that two additional Morgan partners, as well as Walter 
Gifford of American Telephone and Telegraph Company, were elected to 
the board after Gary's death. 
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permit sellers of securities on the board. 41 There is no ques¬ 
tion, further, that for a number of years, particularly begin¬ 
ning about 1906, a group of bankers was able to exert a strong 
influence on the company’s management. In some cases, this 
influence may have been tantamount to the exercise of a con¬ 
siderable degree of active leadership. Nonetheless, there seems 
to be little doubt that today practically all elements of the 
leadership function (subject to some qualification because of 
government regulation) rest with the company’s management. 
This has probably been the situation since 1920 or earlier. 

The history of the Telephone Company affords an illumi¬ 
nating case study of the way in which the power and leadership 
of various interest groups associated with a firm may change 
during a company’s evolution from small beginnings to one 
of today’s giant corporations. 42 

During the first four decades of the company’s growth, 
from 1875 to about the time of the war of 1914-18, two main 
lines of development were taking place in the evolution of 
control over the company’s affairs. First, management of the 
company came fairly rapidly into the hands of officers and 
directors who were not important stockholders in their own 
right. Between 1881 and 1900, the number of stockholders 

41 By the “Morgan-First National” group we mean partners of J. P. 
Morgan and Company (and, for the last few years, also officers of Morgan, 
Stanley and Company) and officers of the First National Bank of New 
York. To these should be added, particularly before, say, 1920, the repre¬ 
sentatives of certain other closely affiliated financial institutions. Kidder, 
Peabody and Company, a prominent New England banking firm, had close 
relations with the Telephone Company until the early thirties and was 
prominently associated with the Morgan group in the sale of the company’s 
securities. See TNEC Hearings, Pt. 23. 

The rule against sellers of securities sitting on the board would not now 
exclude representatives of either the First National Bank or of J. P. Morgan 
and Company, neither of which has been able to engage in the under¬ 
writing or sale of securities since 1933. The company’s rule would, how¬ 
ever, exclude members of Morgan, Stanley and Company, which inherited 
the investment banking business of J. P. Morgan and Company. 

The analysis of this and the following paragraphs refers to American 
Telephone and Telegraph and its predecessor companies. For a corporate 
history of the company, see Federal Communications Commission, Investiga¬ 
tion of the Telephone Industry m the United States , H. Doc. 340, 7 6 Cong. 

1 sees., pp. i-ioj also Danielian, A.T.&T., The Story of Industrial Conquest , 

pp. 7-14. 
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increased from less than 600 to more than 6,000, and the hold¬ 
ings of officers and directors became a steadily decreasing per¬ 
centage of the total outstanding stock. 48 However, even in the 
period 1900-10, important stockholders seem to have had 
some influence in the company’s affairs $ a relatively small 
group owned a substantial minority of the stock j and the 
directors played a more important role in the company’s 
affairs than is generally true today. After 1910, the tendencies 
toward professionalization of management, diffusion of owner¬ 
ship, and a weakening of the influence of the stockholding 
group continued and were accentuated. 44 The power and in¬ 
dependence of management steadily increased and the in¬ 
fluence of the stockholders decreased. Gradually, also, it 
would seem, particularly from about 1910 on, the influence of 
the executive group increased relative to that of the directors. 
Today, the president selects the directors, rather than the 
reverse. 48 

The second line of development in the evolution of con¬ 
trol in the Telephone Company has to do with the major 
shifts in power which have taken place among the important 
outside interests connected with the company. It is here that 
we meet the problem of banker control. As the company’s 
need for new capital grew, the ability to wield a strong in¬ 
fluence over management decisions shifted to the groups able 
to supply the needed funds. 

In the earlier years of the company’s history, the need for 
new capital led to a rapid increase in the number of stock¬ 
holders. At an early stage in the company’s development, 
leadership passed from the original promoters and financial 
backers to a wider group of New England capitalists. Al¬ 
though the largest stockholders yielded more and more leader- 

43 H. Doc. 340, 7 6 Cong, i sess., pp. 86-875 TNEC Hearings, Pt. 23, 
pp. 12118-24. 

44 See H. Doc. 340, 76 Cong. 1 sess., pp. 87 ff. 5 TNEC Hearings, Pt. 23, 
pp. 12118-24, 12132-33, 12157 ff. 5 FCC, Telephone Investigation: Special 
Investigation Docket No. /, Rept. 62 (Control of American Telephone and 
Telegraph Company) , p. 24. 

44 H. Doc. 340, 76 Cong, x sess., pp. 98-1005 Telephone Investigation: 
Special Investigation Docket No. /, Rept. 62, pp. 116-17. 
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ship to the management, which came to hold only a very 
small percentage of the outstanding stock, this New England 
group of capitalists was the dominant outside interest until 
shortly after 19OO. 40 

From about 1900 on, after the expiration of the original 
Bell patents and with increasing competition from independ¬ 
ent companies, the Telephone Company found New Eng¬ 
land’s resources inadequate for the expansion program that 
was planned. It turned, therefore, to New York for further 
financial aid. 47 

Between 1900 and 1907, various financial interests sought 
to acquire a strong position in the telephone industry. 48 In 
1902, G. F. Baker of the First National Bank of New York 
acquired a substantial stock interest in American Telephone on 
behalf of himself and others, including the Morgan firm. Two 
members of the group were elected to the board $ another 
member was already a director. Other banking houses also 
sought to become the company’s bankers and to float its securi¬ 
ties. In the meantime, numerous groups were seeking to gain 

46 See H. Doc. 34.0, 76 Cong. 1 sess., pp. 83-87. 

47 The same, pp. 87, 102$ TNEC Hearings, Pt. 23, pp. 11834, 11848. 
“When the Bell System’s monopoly control over the industry again was 
challenged, after expiration of the basic Bell patents, by the rapid rise of 
independent companies, Bell’s financial requirements again became the criti¬ 
cal factor, and its alternatives apparently were either to accept a minor 
role in the telephone industry or to gain access to a stronger source of 
investment capital.” (H. Doc. 340, 76 Cong. 1 sess., p. 102.) 

* American Telephone and Telegraph Company has, in a letter to the 
author, taken issue with certain portions of the account given in the follow¬ 
ing pages of the company’s relations with its bankers in the several years 
following 1906. In particular, it disputes the accuracy of the interpretation 
presented by the FCC in its report on Investigation of the Telephone In - 
dustry , which I have cited often in these footnotes. The company’s official 
comments on the FCC’s treatment of this period in the company’s history 
will be found in its Telephone Investigation , * 935-/93 7: Comments Sub¬ 
mitted to the Federal Communications Commission , especially Comments— 
Pamphlets No. 9, pp. 7-10, and No. 10, pp. 4-65 also in the company’s 
Brief of Bell System Companies on Commissioner Walkers Proposed Report 
on the Telephone Investigation , pp. 28-29. I have carefully examined the 
material presented by both the FCC and the company and have tried to 
present here an impartial analysis of what seems to have occurred. I have 
cited the FCC report as a convenient source for many of the facts noted, but 
the interpretation throughout this discussion is my own, not necessarily the 
Commission’s. 
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a position of power in the telephone field, either through the 
Bell company or through organizing its competitors, and to 
combine one of these telephone systems with one of the two 
large telegraph companies. 49 

By 1907, the Morgan-Baker group had prevailed over the 
other financial interests seeking a voice in the Telephone Com¬ 
pany’s affairs. Through the urging of one of the directors 
associated with Baker, the president and the executive commit¬ 
tee finally agreed in 1906 to the sale of a large convertible 
bond issue on a non-competitive basis. The Morgan firm’s 
leadership in this syndicate gave it the leading position in the 
public sale of the company’s bonds, and this position was re¬ 
tained in the years that followed. 50 

In 1907, a committee of directors was appointed to study 
the possibilities of internal reorganization. Within a short 
period, the committee’s recommendations were made and 
adopted, the president resigned, and the composition of the 
executive committee was changed to give greater representa¬ 
tion to the bankers. The new president was Theodore Vail, a 
director since 1902, who had worked with members of the 
banking group. 51 

4 *See H. Doc. 340, 7 6 Cong. 1 sess., pp. 87-92, 102-035 TNEC Hearings, 
Pt. 23, pp. 11837-38. See also the company’s Telephone Investigation , 1935- 
*937) Comments—Pamphlet No. 9, p. 7. 

& See H. Doc. 340, 76 Cong. 1 sess., pp. 89-92, 432-35. Strictly speaking, 
the Morgan firm did not lead in the 1906 financing. The arrangements to 
purchase the bonds were made jointly by J. P. Morgan 5 Kuhn, Loeb5 
Kidder, Peabody 5 and Baring Brothers. (TNEC Hearings, Pt. 23, pp. 
11847, 12142-47.) In the later issues, the Morgan firm seems to have been 
the leader, but Kidder, Peabody, with its New England connections, also 
played an important role until the 1930*5. There is no question that J. P. 
Morgan and Company and, from 1935 on, Morgan, Stanley and Company 
came to be the leading bankers in the company’s financing. See, for example, 
TNEC Hearings, Pt. 23, pp. 11930 ff. 

91 H. Doc. 340, 76 Cong. 1 sess., pp. 92-93. Vail had been at one time 
general manager of the predecessor American Bell Telephone Company, 
resigning in 1885. During the two following years he was president of 
American Telephone and Telegraph, when this company was merely the 
long-lines subsidiary in the Bell system. Vail severed his connection with 
the Bell system in 1887. He was elected a director of the parent company 
in 1902. At first, he apparently represented the Mackay holdings, but then 
or later he became closely associated with the banking group. Vail was 
apparently also offered the presidency of the American Company in 1900 , 
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In the years immediately following 1907, the bankers were 
clearly in a position to exert a strong influence. The number 
of bankers on the board was increased. We have already 
spoken of the change in the executive committee. Vail con¬ 
ferred with his banking associates and sought their counsel on 
various matters, including the selection of dilectors. 52 Further, 
in 1907, after the convertible bond agreement, the bankers 
wrote to the company’s president cautioning against any except 
“absolutely necessary” expenditures. How far the suggestion 
was followed is not known. 53 

Vail was a man of independence and ability; and, for this 
and other reasons (including the strength of its new financial 
connections), the company prospered. Though Vail’s connec¬ 
tions with the bankers were close, he was able to and did 
exercise an independent judgment. Steadily the executive 
group headed by Vail came to dominate the organization, and 
major decisions were apparently made by them with routine 
approval of both the executive committee and the board. On 
financial matters, the banking interests were probably more 
active. 54 But Vail selected his own successor, and there is no 

but on that occasion he declined. See FCC, Telephone Investigation: Sfecial 
Investigation Docket No. /, Rept. 67 ( Financial Control of the Telephone 
Industry ), pp. 85-86, iioj A. B. Paine, In One Man’s Life: Being Chapters 
from the . . . Career of Theodore N . Vail (1921), especially pp. 229 ff; 
A. T. and T., Telephone Investigation , 193 5-193 7, Comments—Pamphlet 
No. 10, p. 6. 

83 H. Doc. 340, 76 Cong. 1 sess., pp. 98-99. The company has denied 
that the known facts during this period indicate any substantial degree of 
banking influence over either the board or the new president, T. N. Vail. 
See the company’s Telephone Investigation , 1935-37 1 Comments—Pamphlets 
No. 9, pp. 8-10, and No. io, pp. 4-6. 

83 See excerpt of letter, p. 201, above. Danielian states that the bankers did 
exercise active control over capital expenditures. (See d.T.&T. y The Story of 
Industrial Conquest , p. 72.) Engineering expenditures were apparently cut 
shortly thereafter. (The same, p. 10a.) According to the FCC, Fidi, Vail’s 
predecessor as president, and Crane, a prominent director, had previously 
entered into an informal agreement with the bankers to follow the latter’s 
suggestions as to the use of the borrowed money. ( Telephone Investigation: 
Special Investigation Docket No . /, Rept. 67, pp. 154-55.) President Fish 
did write to the company’s subsidiaries urging economy for the time being. 
(The same, p. 161.) This may or may not have been due to the bankers’ 
urgings. 

13 In 1915, and again in 1916, Vail was asked by J. P. Morgan and 
Company to participate in a loan to the Allies. As late as Nov. 4, 1916, 



INFLUENCE OF FINANCIAL GROUPS 


213 


question that this procedure has been followed by the chief 
executives who came after him. 55 Obviously the board, and the 
bankers on the board, could object to the president’s decisions 
on this and other matters. But their powers of veto and ap¬ 
proval became increasingly a passive, potential element. With 
the advice of the more active directors, the president selects 
candidates to fill vacancies on the board. Under the regime of 
Walter Gifford, president since 1925, there is little question 
that leadership is practically entirely in the hands of himself 
and his major executives. 

The Morgan group has continued to head the public sale 
of the company’s bonds. 58 In doing so, they have undoubtedly 
participated in decision-making on certain financial matters. 
Since 1938, however, several issues have been placed privately 
without the intervention of any banking group. And in 1941, 
for the first time in 35 years or more, the company opened a 
bond issue to competitive bidding. 57 

In this company, then, banker control meant a really 
strong influence and probably some active leadership for per- 

Vail sent a letter to T. W. Lamont of the Morgan firm refusing to recom¬ 
mend to his executive committee participation in a British loan to the extent 
of 5 million dollars. On Dec. 14, 1916, however, the company participated 
to the extent of 20 millions in a British loan. Approval of the transaction 
by the executive committee was made after the event. See TNEC Hearings, 
Pt. 23, pp. 12190-95) FCC, Telephone Investigation: Special Investigation 
Docket No. r, Rept. 62, pp. 76-81. 

“See H. Doc. 340, 76 Cong. 1 sess., pp. 100-01) also Telephone Investi¬ 
gation: Special Investigation Docket No. i, Rept. 62, p. 108) and Danielian, 
A.T.&T ., The Story of Industrial Conquest , pp. 83-85, 88. 

"" A convertible bond issue in 1929 and another in 1941 were sold directly 
to the stockholders and were not underwritten by bankers. In 1941 a bond 
issue was opened to competitive bidding. New stock issues of the parent 
company have generally been sold directly to stockholders without the 
intervention of bankers. Some issues of subsidiaries were sold, at least before 
1920, through syndicates not headed by Morgan. (TNEC Hearings, Pt. 23, 
p. 12209.) Between 1923 and 1936, however, bond issues of the subsidiary 
companies, with one minor exception, were handled by syndicates headed 
by Morgan. H. Doc. 340, 76 Cong. 1 sess., pp. 438-39. 

" See New York Times , Jan. 3, 1939, Sept. 23, 1939, and Nov. 28, 1940, 
for mention of issues placed privately. Two of the three issues mentioned in 
these references were those of subsidiary companies. Morgan, Stanley and 
Company headed a banking group bidding for the issue opened to competi¬ 
tive bidding in 1941, but the successful bidders were a group of insurance 
companies. See New York Times , Sept. 30, 1941. 
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haps a decade—and coincided with a period of rapid expansion 
when the company was urgently in need of new capital. In¬ 
creasingly, however, the executive group came to be inde¬ 
pendent, and the power of the bankers, though it remained to 
some extent, tended to decline and to mean less and less par¬ 
ticipation in decision-making. Though the present manage¬ 
ment had its genesis in the period of greatest banking in¬ 
fluence, it must today be considered an independent group, 
operating in an environment in which bankers make up a part, 
but only a part, of the totality of influences of which manage¬ 
ment must always take cognizance. 

TENDENCIES UNDERMINING THE POWER OF BANKERS 

Although it is seldom safe to generalize about tendencies 
which have had little more than a decade in which to show 
themselves, it is difficult to believe that financial groups, par¬ 
ticularly bankers, will again possess the degree of power which 
they enjoyed between 1890 and the beginning of the depres¬ 
sion of the thirties. Since 1930, the degree of economic power 
possessed by banks and bankers in the business community has 
declined significantly, and it has become more difficult for 
bankers to translate the power that they have into participa¬ 
tion in the leadership function. Investment bankers, in par¬ 
ticular, have suffered a lessening in influence, but the tendency 
is also evident in the commercial banking field. 

A number of developments help to explain the loss of in¬ 
fluence by banks and bankers. First is the increased inde¬ 
pendence and power of the executive group in large successful 
corporations. This development of course had its beginnings 
long before 1929. A strong and able management in a large, 
prosperous company can increase its power not only at the 
expense of stockholders but also at the expense of associated 
banking interests, particularly if the corporation becomes self- 
sufficient financially and needs have little further recourse to 
the capital markets. During the 1920^, many corporations did 
achieve a considerable degree of financial self-sufficiency— 
partly through the flotation of equity securities at favorable 
prices and partly through the reinvestment of earnings. In 



INFLUENCE OF FINANCIAL GROUPS 


many successful corporations, management has become rela¬ 
tively independent, although a particular banking house was at 
one time very influential in the company’s affairs and the 
banking firm continues to have first call on the company’s 
banking business. Even when management can go its own 
course, however, executives may seek the advice of bankers, 
and the latter may take some part in formulating major 
financial decisions. 

The increased financial self-sufficiency of successful large 
corporations has lessened their dependence on commercial 
banks as well as investment bankers. The marked downward 
trend in the commercial loans of banks is well known. 58 Cor¬ 
porate managements, on their side, are more conservative in 
their financial policies than they were before 1921. With the 
decline in dependence on commercial bank loans, there is less 
chance for large firms to become subject to marked banker 
influence through temporary financial embarrassment. This 
partial loss of a source of power by commercial banks, how¬ 
ever, is offset in part by the powers that they have acquired 
through acting as representatives of large estates and trust 
accounts—and perhaps also through their purchases of the 
bonds and notes of large firms. 

The second set of factors tending to lessen the power of 
bankers was associated with the events and characteristics of 
the great depression and operated to weaken the control which 
investment bankers had long held over the capital markets. 
Involved here were both a decline in the demand for in- 
vestable funds and a serious weakening in the control by 
investment bankers over the supply of those funds. The halt 
in the merger movement of the twenties and the reduced rate 
of expansion in the economic system after 1929 led to a sharp 
decline in the demand for both new capital and the services 
of investment bankers. This decline in demand was particu¬ 
larly marked among the larger corporations and was only 
partially offset by the gradual increase in demand, after 1934, 
for the services of bankers in the sale of refunding issues. 

" Sec, for example, TNEC Hearings, Pt. 9, pp. 3746 ff. 
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At the same time that the demand for their services has 
declined, investment bankers have found their control over 
the supply of investment capital seriously impaired. Since the 
middle of the thirties, insurance companies and other financial 
institutions have competed vigorously with investment bank¬ 
ers for new bond issues. An increasing fraction of new security 
issues has been placed privately with financial institutions, 
chiefly insurance companies, without the need for underwrit¬ 
ing or public sale and usually without the intermediation of 
investment bankers. 59 The availability of funds from other 
sources has strengthened the hand of management and made 
corporation executives more independent of the investment 
banking community than they had been before. At the same 
time, the strength of the investment bankers vis-a-vis other 
members of the business and financial community has declined. 
Thus both demand and supply factors in the capital market 
have tended to weaken the influence of investment bankers. 

On the other hand, the influence of insurance companies has 
increased. Under their control is a large and increasingly 
important fraction of the total supply of investable funds 
available to industry. 60 Their purchase of securities directly 
from issuing corporations, individual insurance companies fre¬ 
quently taking from a quarter to all of an entire issue, has 
undoubtedly increased their influence with the borrowing cor¬ 
porations. Further, insurance companies are taking a more 
active part in corporate reorganizations, and this tendency 
has been strengthened by recent legislation and court decisions 
curtailing the activities of bankers and limiting the rights of 
stockholders in reorganizations. 81 

“See, for example, SEC, annual reports for the years ending June 30, 
1936, pp. 34-55, 1155 June 30, 1937, pp. 150-515 also later reports for 
more recent data; New York Times , Sept. 18, 1938, Jan. 3 and Mar. 5, 
19395 TNEC Hearings, Pt. 9, pp. 3815-185 TNEC, Study of Legal Re¬ 
serve Life Insurance Companies, Monograph No. 28, p. 360. 

Commercial banks have also been large purchasers of corporate fixed- 
income securities, particularly of the shorter maturities. Such securities have 
been bought both from banking syndicates making public offerings and 
directly from the issuing corporations in the case of private placements. 

*° See TNEC Hearings, Pt. 9, pp. 3735-395 Pt. xoA, pp. 92-95, 125 ff.5 
TNEC, Monograph No. 28, Sec. 2 and pp. 363-65. 

* See Investigation of Railroads , Holding Companies , and A filiated 
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The most important development leading to a decline in 
banker influence has been government regulation, particu¬ 
larly recent regulation aimed at financial practices in various 
fields. Through congressional legislation and the work of 
administrative agencies, the power and activities of bankers 
have been restricted in numerous ways since 1933. 

The Banking Act of 1933 brought about a formal separation 
of commercial and investment banking. The loss of their in¬ 
vestment banking affiliates weakened the power of the largest 
commercial banks ; old alliances and alignments in the banking 
field were destroyed or seriously modified; and in the changes 
that were made necessary new competition was injected into 
investment banking. 62 Some of the divorcement of investment 
and commercial banking, though legally complete, was in part 
nominal, but on the whole the results of the separation were 
significant. The same act also placed new restrictions on pri¬ 
vate bankers. 

The Banking Act of 1935 caused an elimination of inter¬ 
locking bank directorates. This measure, though probably of 
only minor significance, may have weakened somewhat the 
close ties existing among some banks. 

The Securities Act of 1933 and the Securities Exchange Act 
of 1934 both had important consequences for the banking 
community. The former placed increased responsibilities on 
underwriters and otherwise limited their freedom of action 
in the sale of new security issues. The act of 1934 limited, 
directly or indirectly, the ways in which bankers could profit 


Companies , S. Rept. 25, Pt. 2, 76 Cong:. 1 sess. $ TNEC Hearing’s, Pt. 28, 
pp. 15573-775 TNEC, Monograph No. 28, p. 7. See also TNEC Hearings, 
Pt. 28, pp. 15288-95, for another example of active leadership by insurance 
companies in a railroad reorganization. 

There has been a tendency in recent years to give greater recognition to 
the claims of creditors in the order of their legal and contractual priority 
and to eliminate the claims of stockholders in cases in which no equity 
remains after creditors’ claims are satisfied. This type of treatment has been 
steadfastly urged by the SEC. (See the Commission’s annual report for the 
years ending June 30, 1940, pp. 65-69, 1941, p. 47} and 1942, p. 27.) 
One result has been to strengthen the position of insurance companies as 
important holders of senior securities. 

" For a study of some of the realignments made necessary by the Banking 
Act of 1933) see TNEC Hearings, Pts. 22-24. 
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from dealings in securities and from their corporate connec¬ 
tions. Both measures directed the unblinking spotlight of 
compulsory disclosure on, among other things, various aspects 
of the relations between large corporations and their bank¬ 
ers. 68 

Drastic curbs on the power and activities of bankers emerged 
out of the public utility legislation of 1935. The “death 
sentence” provisions of the Public Utility Holding Company 
Act required the Securities and Exchange Commission to undo 
much of what numerous bankers and others had done in the 
building up of holding company systems. The breakdown 
and integration of these systems are under the supervision and 
control of the Commission. The latter also has important 
powers of control over various financial activities of the hold¬ 
ing company systems subject to regulation, including the issu¬ 
ance of new securities, the acquisition of securities or assets 
of another company, and the payment of dividends. 64 Under 
its new powers, the Commission has forced on the public 
utility industry competitive bidding by bankers for new 
security issues, thus seriously impairing long-established bank¬ 
ing connections. The Commission’s earlier “arm’s length bar¬ 
gaining rule” had had a similar effect. 65 Further, bankers may 

“See the provisions of these two acts (4.8 Stat. 74 and 48 Stat. 881)5 
also annual reports of the Securities and Exchange Commission 5 and S. Rept. 
i 455 > 73 Cong. 2 sess., pp. 150-53. 

“See Public Utility Holding Company Act of 1935 (49 Stat. 803, Title 
I, Secs. 6-12)5 a lso the annual reports of the SEC, which contain a good 
deal of material on the administration of these provisions. The Interstate 
Commerce Commission has possessed regulatory power over financial affairs 
of the railroads since 1920, but exercise of this power does not seem to have 
seriously curbed the influence of bankers in the railroad field—at least, not 
until very recently. 

"The competitive bidding rule is the Commission’s Rule U-50 under the 
Holding Company Act and became effective in May 1941. (See Holding 
Company Act , Release No, 2676, Apr. 8, 19415 also annual report of the 
SEC for year ending June 30, 1941, pp. 98-102.) The “arm’s length bar¬ 
gaining” regulation (Rule U-iaF-2) was in effect from December 1938 to 
May 1941. (See Holding Company Act 9 Release No, 2676 , pp. xo-u.) 
The latter rule was applied, for example, to forbid the receiving of under¬ 
writing and management fees by Morgan, Stanley and Company in the sale 
of securities of subsidiaries of Commonwealth and Southern and Columbia 
Gas and Electric, members of the United Corporation System. The relations 
between first, Morgan, Stanley and J. P. Morgan and Company, secondly, 
between the latter and The United Corporation, and thirdly, between United 
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not now serve as officers or directors of either holding com¬ 
panies subject to regulation by the SEC or of operating utili 
ties under the jurisdiction of the Federal Power Commission, 
except as authorized by the commissions concerned. The SEC 
also has extensive powers over the reorganization of public 
utility holding companies. 

Recent federal revision of the laws pertaining to bankruptcy 
and corporate reorganization has further circumscribed the 
powers of bankers in a field in which an extreme degree of 
banker control has been common. The Chandler Amendments 
to the federal Bankruptcy Act have hit at the power of bank¬ 
ers in the reorganization of corporations other than railroads. 86 
One purpose of Chapter X of these amendments “is to reduce 
the role of banking groups in reorganizations to that of offer¬ 
ing suggestions to the trustees and judges who really draw the 
plans,” instead of permitting the bankers to control reorgani¬ 
zation proceedings, as they have so frequently done in the 
past. In good part, public agencies and their representatives 
take over the role formerly played by bankers, and here again, 
the SEC has come to exercise an important degree of influ¬ 
ence over corporate activities. 67 

and the holding* companies mentioned were held to be sufficiently close so 
that there was likely to have been an absence of arm’s-length bargaining 
between the underwriter and borrower. See, for example, the Commission’s 
findings and opinion in the Dayton Power and Light case (SEC, Holding 
Comfany Act, Release No. 2654, Mar. 28, 1941). See also annual reports 
of the SEC for the years ending June 30: 1939, p. 83 j 1940, pp. 33-35. 

The principle of competitive bidding has made some headway in other 
fields—for example, the railroad and telephone industries—over which the 
SEC has no jurisdiction in such matters. (See New York Times, Sept. 21, 
1941, and Fortune, September 1939, p. 112.) In May 1944, the ICC 
announced that railroad securities, with certain exceptions, must from that 
time on be sold through competitive bidding. New York Times, May 11, 

1944* 

* These amendments were enacted in 1938. (See 52 Stat. 840.) Chap. 10, 
the relevant part of these amendments for our purposes, replaces the earlier 
Sec. 77B and applies to reorganizations of corporations with complicated 
financial structures. Railroads are not affected by Chap. 10. 

m See P. M. O’Leary, "The Role of Banking Groups in Corporate Re¬ 
organizations,” American Economic Review, Vol. 29 (1939), pp. 339-44. 
The SEC’s influence in this connection is important even though, in general, 
its functions under Chap, xo are advisory in nature. For a summary of the 
Commission’s activities in recent corporate reorganizations, see its annual 
reports beginning with the one for the year ending June 30, 1939. 
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The Interstate Commerce Commission has been given in¬ 
creased powers over the reorganization of railroad corpora¬ 
tions. Although the ICC had some control over the financial 
operations of the carriers from 1920 on, including the power 
to veto new security issues, actually its control over reorgani¬ 
zation proceedings was extremely limited. 6 ® This situation was 
changed in 1933. Under Section 77 of the Bankruptcy Act, 
passed in that year, particularly after strengthening amend¬ 
ments added in 1935, the ICC was given a controlling voice 
in railroad reorganizations. 8 ® The Commission must approve 
plans to be submitted to the parties at interest, and it can 
formulate its own plans (subject, of course, to approval by 
the courts); it must approve trustees appointed by the courts; 
it has the power to regulate the activities of protective com¬ 
mittees. Between these new powers of the ICC, on the one 
hand, and the existence of the Reconstruction Finance Cor¬ 
poration as a powerful creditor of the railroads, on the other, 
the strength of bankers in railroad reorganizations has been 
materially weakened. 

Specific mention must be made of the activities of the RFC, 
which has become an extremely important supplier of funds to 
private business. In 1938, it was said that: “For the time being 
the great railroad banker is the Reconstruction Finance Cor¬ 
poration.” 70 In supplying funds, the RFC has imposed condi- 

08 See I. L. Sharfman, The Interstate Commerce Commission, Pt. 3-A, 
pp. 578 ff. Thus in the famous St. Paul reorganization of 1925-28, the 
Commission was moved for reasons of expediency to approve securities to 
be issued although it seriously questioned the soundness of the plan. See 
Chicago, Milwaukee and St. Paul Reorganization, 131 ICC 673, especially 
694-96$ Investigation of Railroads, Holding Companies, and affiliated 
Companies , Additional Report, S. Rept. 25, 76 Cong. 3 sess., Pt. 22, p. 7. 

“This statement holds strictly only for roads which reorganize under 
Sec. 77 and does not apply to equity receiverships. Most of the important 
roads now in process of reorganization are proceeding under the provisions 
of Sec. 77. (See the recent annual reports of tgjie ICC, including 56th Annual 
Report of the ICC , 1942, pp. 190-91 $ also Investigation of Railroads, Hold - 
ing Companies, and Affiliated Companies,, Additional Report, S. Rept. 25, 
7 6 Cong. 1 sess., Pt 6.) For a summary of the Commission’s enlarged 
powers in reorganizations, see its annual report for 1933, p. 22 and for 
* 935 * PP* *o-aa. 

* $atid Annual Report of the Interstate Commerce Commission, 1938, 
pp. 11-ia. 
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tions on the borrowers which frequently amount to the partial 
assumption of the leadership function. In this way the RFC 
has become a powerful force in numerous situations in which 
it has had to give financial aid—situations, it might be noted, 
in which formerly bankers had a relatively free hand. During 
the Second World War, the financing activities of the RFC 
and its subsidiaries have been tremendously expanded, and the 
federal government has become the creditor or owner of a 
substantial share of American industry. Through its role as 
wartime banker to industry, the government has obtained 
tremendous potential power which it may or may not choose 
to use in the years after the war. 

The general effect of the various tendencies discussed in 
this section has been to weaken to some degree the influence 
in the American economy of the entire financial community. 
One should not, however, exaggerate the extent of this de¬ 
cline in influence. Some financial groups have suffered more 
than others. And banks and bankers, though they may not 
now possess the power that they once did, still form a highly 
important part of the institutional environment conditioning 
the exercise of business leadership. 

Of the financial groups, investment bankers have suffered 
the greatest loss of power, but at least one type of financial 
institution, the large insurance company, has enjoyed an in¬ 
crease in influence. For the financial community as a whole, 
however, there has been a loss of influence—and a lessening in 
the ability of financial groups to participate in the exercise of 
business leadership in the large corporation. For this change, 
government regulation is chiefly, though not wholly, respon¬ 
sible. It may be ventured that, whatever the outcome of the 
tragic conflict engulfing the world as this is written, the fed¬ 
eral government will continue to intervene actively in the 
functioning of the American economy. The relative strength 
of the various pressure groups may change, and with it the 
direction which government control may take. But the absence 
of regulation within which financial groups built up the power 
they enjoyed between 1890 and 1930 is not likely to return* 



CHAPTER X 

THE ROLE OF GOVERNMENT 

Management, stockholders, and financial groups have in the 
past played by far the leading roles in the exercise of business 
leadership. In recent years, however, the power and influence 
of government have grown tremendously. This power is being 
translated not merely into the wielding of an “environmental 
influence” but also into some participation in the exercise of 
the leadership function. The purpose of this chapter is to 
indicate broadly the main ways in which government activity, 
particularly positive regulatory action, impinges on what we 
have called the leadership function in the large corporation 
and to note briefly the main changes in this direction which 
have occurred in the recent past. 

GOVERNMENT AND PRIVATE BUSINESS LEADERSHIP 

Government, as a source of influence upon those immedi¬ 
ately in charge of corporate affairs, stands on a footing in many 
ways different from that of the other interest segments that 
we have mentioned. The potential power of government is 
superior to that of all the other groups. The latter, along with 
the firm and its management, are “the governed.” 

Government consists of the members of the executive and 
legislative branches, judges, and officials of an array of ad¬ 
ministrative agencies, together with powers granted to them 
by a body of written or unwritten laws, rules, and regulations. 1 
In a democracy, at least, government supposedly exists to 
serve the ends of the people, not of the state. In practice, this 
means in good part serving the interests of those groups who 
can make their will and desires felt by the officials charged 
with the formulation, interpretation, and enforcement of laws. 

1 “Government” has been variously defined, the emphasis sometimes being 
on the officials making up “the government,” sometimes on the body of laws 
and rules which together “form a framework of action for the individual.” 
The statement in the text is not intended as a precise definition. 
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Government, then, does not constitute an independent interest 
segment but is a means through which the groups in the com¬ 
munity seek to maintain and further their respective inter¬ 
ests. 2 We shall not attempt, however, to trace the causes or 
aims of regulation by the state. It is enough for our purpose 
to consider government as a source of influence on the business 
firm (hence, in our terminology, an interest group), recogniz¬ 
ing that it may serve numerous masters and that its influence 
on business leadership may reflect in varying degrees the 
interests of such groups as at the moment possess political 
power. 

Another difficulty in discussing government as a source of 
influence impinging on business leadership derives from the 
complexity of the agencies and delegated powers through 
which the formulation and administration of public policies 
are achieved. We must disentangle, further, the nature and 
effects of statutes, court decisions, executive rulings, and par¬ 
ticularly the activities and determinations of administrative 
agencies. It is also necessary to distinguish between statements 
of policy, on the one hand, and the administration of these 
policies, on the other. 

The difficulties in analyzing the effect of governmental con¬ 
trols on the exercise of business leadership suggest certain 
analogies, occasionally noted by others, between the conditions 
under which business policies and public policies are formu¬ 
lated and administered. In both the large corporation and 
government under democracy, there is delegation of author¬ 
ity from an electorate to a legislature (which in the corpora¬ 
tion may be taken to be the board of directors). In both, we 
encounter difficulties in making the franchise effective. Dis¬ 
franchisement has gone further in the corporation than it 
has in a democracy such as the United States. In both the 
corporation and the political field, executives and administra¬ 
tors have taken over part of the legislative function. Here, 

*Thc members of a community can be classified in a number of ways. 
The grouping used in Chap. 7 is significant for a study of business leader¬ 
ship, but it is not necessarily a useful or comprehensive classification for a 
study of group pressures operating upon government. 
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again, the tendency is much more marked in the large cor¬ 
poration, in which the board of directors has yielded a large 
part of its function of formulating policies to the executive 
group. In both government and the large corporation, a range 
of pressures—emanating from affected interest groups—condi¬ 
tions the decision-making of those who formulate and ad¬ 
minister policies. With respect to internal organization, prob¬ 
lems of diffused responsibility, delegated powers, and bureau¬ 
cratic administration (in the invidious sense of the phrase) are 
encountered in both government and big business. In both, 
many “policies” evolve without deliberate planning out of the 
acts and decisions of “administrators.” And in both, the charac¬ 
ter and background of the “administrators” are important in¬ 
dependent variables operating within the not inconsiderable 
range of discretion permitted by formal grants of power and 
the pressures of affected interest groups. 8 

With so much by way of background, we may now ask: 
What is the relation between government activity in the eco¬ 
nomic sphere and the exercise of business leadership as we 
have defined the latter phrase? More specifically, in what 
ways and to what extent does the former affect the exercise 
of business leadership by the individuals and private groups 
with whom we have thus far been concerned? 

In attempting to answer these questions, we need to dis¬ 
tinguish among the different types of government interven¬ 
tion in economic affairs, all of which do not affect the decision¬ 
making of private business leaders in the same way. Some 
regulation is intended merely to facilitate and implement the 
exercise of private business leadership. Other controls restrict 
the freedom of the private business leader but do not to any 
large extent substitute decision-making by public officials for 
that of private business leaders. Finally, some sorts of inter¬ 
vention take the form of substituting decisions by government 

* There has been considerable discussion in recent years of the increasing 
power and growing range of activities of the executive branch of the 
federal government and of administrative agencies. The latter in particular 
have come to be, in their respective spheres of jurisdiction, policy-makers as 
well as policy administrators. 
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officials for those of private business leaders, the extreme case 
being the complete assumption of the leadership function by 
government, as occurs in the case of public ownership. 

GOVERNMENT REGULATION AS A CONDITIONING FACTOR 
IN PRIVATE BUSINESS LEADERSHIP 

Not a little government activity in the economic sphere 
consists of helping private business firms to carry on their 
operations. Government helps to create and maintain institu¬ 
tions which set the rules for the conduct of business. These 
institutions are considered necessary to the carrying on of 
business and are taken for granted by the private business 
leader. Such, for example, are the laws of property and con¬ 
tract and the machinery created for their enforcement, the 
body of corporation law, bankruptcy and reorganization pro¬ 
cedure, laws pertaining to fair weights and measures, and so 
on. While these rules and regulations facilitate business deal¬ 
ings, they also have a restrictive influence on private enter¬ 
prise. The right to carry on business involves the obligation 
not to violate the rights of others. But some forms of govern¬ 
mental implementing activity do not have even the slight 
restrictive effects noted above. They represent entirely positive 
aids offered by government to the carrying on of private 
business operations. Such, for example, are the dissemination 
of information by government and the creation of standards. 4 

Through such implementing or facilitating activity, govern¬ 
ment sets up rules of conduct or “patterns of action” for 
private business leaders. While certainly not considered an 
interference with the exercise of business leadership by private 
individuals, the kinds of government action noted above may 
frequently have significant effects on the decisions made by 
business leaders and may even help to determine who will 
participate in the exercise of business leadership. For example, 
the development of bankruptcy and reorganization procedure 
may have a vital bearing on such decisions as whether liquida- 

4 For further consideration of the “implementing” type of government 
activity, see Leverett S. Lyon, Myron Watkins, and Victor Abramson, 
Government and Economic Life , Vol. z, pp. 33-34 and Chaps. 4-9. 
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tion of an ailing company should occur or what terms those 
in charge of a corporate reorganization will offer the creditors 
and stockholders of the firm. Even more obvious are the pos¬ 
sible effects of patent laws on price policy and on decisions 
as to undertaking new investment or introducing new prod¬ 
ucts. The liberalization of corporation laws, by weakening the 
position of the stockholder, has helped to determine who can 
participate in the exercise of the leadership function in the 
large corporation. These illustrations could be multiplied. 

Another type of government intervention also serves to 
shape the environment within which the business leader op¬ 
erates and thus to condition his decision-making. We may call 
this “economic management,” wherein government seeks to 
operate directly on certain economic variables, the control of 
which is beyond the scope of private business leadership. Gov¬ 
ernment management of the monetary system is an excellent 
example. The authorities responsible for monetary policy do 
not attempt to interfere directly with the individual business 
firm® but rather to control such variables as the supply of 
money and the rate of interest. In contrast with the imple¬ 
menting type of government activity which we have been 
discussing, however, monetary control does involve more or 
less continuous decision-making on the part of government 
bodies. 

Thus government monetary policy may lead to important 
changes in the level and structure of prices, the volume of 
employment, and the rate of industrial production. Public 
intervention of this sort—which would include also the gov¬ 
ernment’s efforts in the fiscal sphere, much of its control of 
international trade and the foreign exchanges,® and some types 
of agricultural policy—does not involve the direct exercise 
of a veto power by government over the decisions of business 
leaders. Although occasionally restrictive in nature, its chief 

* Certain monetary regulations do involve restrictions on the freedom of 
banks. 

' Control of foreign trade may involve regulation directly restricting the 
freedom of private business leaders. See pp. 230-31. 
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effect is to change some of the underlying economic conditions 
which private decision-makers consider as given data in choos¬ 
ing among alternative lines of action open to them. 

GOVERNMENT REGULATION AS A RESTRICTIVE FORCE 

We come now to regulation which directly restricts the 
freedom of action of private business leaders. This is the type 
of government intervention in economic affairs upon which 
public attention has been focused in recent decades. Here we 
have to deal with rules and prescriptions directly limiting 
what the individual business leader may do and even provid¬ 
ing for the substitution of decision-making by government for 
that of private individuals. We shall concern ourselves at first 
with the kind of regulation which circumscribes the freedom 
of private business leaders but which does not, except inci¬ 
dentally, involve taking over by government of any consider¬ 
able part of the leadership function. In the section following we 
shall discuss intervention which leads to active government 
participation in decision-making in particular industries and 
firms. 

The greater part of so-called government regulation of busi¬ 
ness involves the exercise of a continuing restrictive influence 
rather than continuous participation in private decision-mak¬ 
ing. For the most part, this type of control arises out of the 
passage of laws regulating or prohibiting, directly or indi¬ 
rectly, certain types of entrepreneurial activity. The passage of 
the law creates the restrictive influence. The influence con¬ 
tinues through the threat of enforcement. But within the 
limits defined by the statute, as interpreted by the courts and 
other enforcing agencies, businessmen continue to make the 
decisions which are the essence of the leadership function. No 
continuing supervisory relationship is created between par¬ 
ticular firms and any governmental body 5 and private decision¬ 
makers are not required, within the range of discretion 
permitted by law and administrative rulings, to seek the 
approval by public officials of decisions currently being made. 
Though no public agency exercises a continuous approval func- 
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tion, private business leaders take into account in maki ng their 
decisions the limitations imposed by statute and judicial and 
administrative rulings. In this fashion, the regulation becomes 
a part of the environment conditioning the exercise of busi¬ 
ness leadership. It restricts the range of alternatives open to 
the business leader, but within this range the latter continues 
to operate without government interference. 

Numerous federal enactments in the last fifty years, espe¬ 
cially in the last decade, have been of the type here under 
discussion. Federal antitrust legislation and regulation of un¬ 
fair trade practices/ the National Labor Relations Act, the 
Fair Labor Standards (Wages and Hours) Act, and the 
securities acts of 1933 and 1934 have been primarily of this 
type. Each of these acts, together with the relevant judicial 
and administrative rulings, has defined or prohibited certain 
patterns of action. But none of the regulations being described 
has established a continuing relationship between individual 
firms and a government agency in such manner that the 
agency takes over from private individuals approval of some 
or all of the decisions affected by the regulation. 8 

In some measure, however, positive acts of business leader¬ 
ship by public agencies may result from this type of regula¬ 
tion. Such leadership may involve either initiation or approval 
of decisions. When the Fair Labor Standards Act was passed 
in 1938, Congress, by prescribing a minimum wage level in 
the statute, in effect changed the wage scale prevailing in 
certain industries paying less than the minimum wage. This 
was a positive and significant act of leadership imposed on the 
firms in these industries. For firms paying more than the 

T Including, for example, the Sherman, Clayton, Federal Trade Commis¬ 
sion, Robinson-Patman, Miller-Tydings, and Wheeler-Lea Acts. 

* Under the securities acts of 1933 and 1934, the SEC stands in a con¬ 
tinuous supervisory relationship to the firms subject to its jurisdiction, but 
primarily only for the purpose of enforcing adequate disclosure of certain 
types of information, particularly as to the terms of new security issues. 
Though such regulation, unlike that of the other agencies mentioned, implies 
a continuous supervisory relationship, it does not imply SEC participation 
in the making of decisions on matters concerning which disclosure is 
required by law. 
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minimum, the law created a new influence, setting a floor 
below which businessmen could not go in their wage negotia¬ 
tions. Within these limits, businessmen continued to make 
wage decisions without the interference of any public agency.® 

More often, in this type of regulation, government par¬ 
ticipation in leadership arises not out of the passage of legisla¬ 
tion but out of acts of enforcement after the legislation is 
passed. Setting of wage minima by industry committees above 
the minimum specified by the Fair Labor Standards Act con¬ 
stituted acts of leadership, in which the committees initiated, 
and the Wages and Hours Administrator approved, the deci¬ 
sion made. The Sherman Act for fifty years has been an im¬ 
portant influence conditioning the exercise of leadership by 
private individuals. The influence becomes active leadership 
when proceedings to enforce the Act are successfully con¬ 
cluded. The chief decision-makers in these cases are the courts 
and, especially in the case of consent decrees, the Antitrust 
Division of the Department of Justice. Similarly, the exist¬ 
ence of the Wagner Act and the rulings of the National Labor 
Relations Board and of the courts condition the manner in 
which businessmen may deal with their employees, while 
individual acts of enforcement may lead the Board to assume 
momentarily the role of business leader in this or that firm. 10 
The same is true of the work of the Federal Trade Commis¬ 
sion. 

In general, it is characteristic of the type of regulation here 
under discussion that it is applied to wide sectors of the 
economy rather than to individual industries or firms. 11 For 
these sectors, new patterns of action to which business leaders 
must conform are created. 

The line of distinction between this type of regulation and 

9 In times of war, government decision-making in the field of wage 
determination is, of course, much more extensive. 

10 The powers and regulatory activities of the War Labor Board have 
significantly impinged upon private business leadership, but we confine our¬ 
selves to peacetime regulation. 

11 See, for Example, J. M. Landis, The Administrative Process (1938), 
pp. 16-17. 
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what we have called implementation is by no means always 
clear. Both determine patterns of action for the businessman 
and to that degree create “influences” which limit his freedom 
of action. One type, however, is intended primarily to imple¬ 
ment and facilitate the exercise of private leadership. The 
other is intended not merely as a facilitating device but as a 
method of forcing private leadership to conform to certain 
aims of public policy. The former becomes absorbed into the 
mores of the business community and creates legal and eco¬ 
nomic “institutions.” The latter also becomes a part of the 
business leader’s conditioning environment, but he is more 
aware of the extent to which such regulation limits his free¬ 
dom of action. 12 

There are similarities and overlapping between what we 
have called “economic management”—positive acts of eco¬ 
nomic leadership applied directly to such fundamental vari¬ 
ables as, for example, the supply of money—and the type of 
regulatory action with which we are now dealing. The direct 
economic management involved in controlling, say, the vol¬ 
ume of the nation’s imports or the supply of money may also 
necessitate regulation directly restricting the freedom of in¬ 
dividual business leaders. Many measures aimed at controlling 
fluctuations in the balance of payments or the volume of for¬ 
eign trade (exchange stabilization funds, tariffs, and so on) 
represent examples of the broader type of economic manage¬ 
ment without involving much if any direct restriction of the 
activities of particular concerns 3 but measures such as import 
and export licenses, which serve somewhat similar purposes, 

" Conceivably, at some time in the future, recent regulatory enactments 
might also become absorbed in the mores of the business community and 
might be considered a necessary means of facilitating business leadership. 
For this to happen, however, the immediate aims and social perspective of 
private business leadership will have to undergo a transformation, greater 
for some types of regulation than for others. Government guarantee of the 
right to bargain collectively might eventually come to be viewed as a 
necessary implementing activity without too drastic a change in the outlook 
of businessmen. If the business community should ever place primary 
emphasis on the criteria of <c public welfare” and “national* interest,” the 
type of regulation we have been discussing might be generally accepted by 
business leaders as a necessary means of aiding private leadership. 
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involve a highly restrictive type of regulation impinging di¬ 
rectly on the decision-making of businessmen. 18 Government 
price policies involve economic management but may also rep¬ 
resent, as in direct price control, highly restrictive regulation. 

The second similarity between restrictive regulation and 
broad economic management arises out of the fact that both 
have an impact upon important economic variables and effect 
changes in the direction of private economic activity. In the 
case of restrictive regulation, government itself does not make 
the individual decisions which alter the working of the eco¬ 
nomic system, but its regulation does force or influence 
businessmen to make these decisions. For example, lower 
prices or higher wages may be brought about indirectly 
through government regulation of competitive practices and 
collective bargaining. Thus restrictive regulation is also a 
means of exercising economic leadership by government, and 
the results for the functioning of the economy may be fully 
as important as those resulting from positive acts of leadership 
applied directly to such factors as the supply of money or the 
level of interest rates, for example. The chief difference is 
that the restrictive regulation directly limits the business lead¬ 
er’s freedom of action in making decisions on matters which 
are considered to be within the field of his concern, while 
economic management involves decision-making by govern¬ 
ment in matters which do not come within the scope of deci¬ 
sion-making by private business leaders. 

ACTIVE LEADERSHIP BY GOVERNMENT 

While private industry has been profoundly affected by 
the types of governmental activity thus far considered, gov¬ 
ernment has not in these cases directly taken over from private 
decision-makers the exercise of substantial elements of the 
leadership function in particular firms or industries. In the 
type of regulation now to be discussed, public agencies have 
intervened directly in decision-making. Government officials, 

“indeed, the latter type of control may involve, through government 
approval or veto of individual transactions, assumption by government of 
part of the leadership function. 
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largely through administrative agencies, stand beside or above 
corporate managements in some fields and continuously weigh 
certain types of management decisions in the light of their 
own independent judgments and of the policy criteria laid 
down by legislative enactment. 14 Public officials have become 
part of the entrepreneurial group, more or less continuously 
engaged in decision-making in the firms subject to this type of 
regulation. 

The fields in which government regulation has most often 
taken the form of participation in the leadership function are 
the public utilities—transportation, electricity and gas, and 
communications. 15 Both state and federal agencies have par¬ 
ticipated in leadership, but we shall concern ourselves with 
only the federal agencies. 15 

The important federal agencies which have come to exercise 
some part of the decision-making function (in the large non- 
financial corporations with which this book is concerned) are 
chiefly the Interstate Commerce Commission, the Securities 
and Exchange Commission (in its regulation of public utility 
holding companies), the Federal Power Commission, and the 
Federal Communications Commission. 17 It is with the work 
of these commissions that we shall be primarily concerned. 
Other federal agencies also exercise varying degrees of leader¬ 
ship, but chiefly in fields occupied in the main by firms smaller 
than those in which we are interested, for example, the Mari¬ 
time Commission, the Civil Aeronautics Board, the Bitumi¬ 
nous Coal Division of the Department of the Interior, and 

14 Of course, the extent to which such agencies can exercise independent 
judgment is circumscribed not only by law but also by judicial review. 

“Air, motor, water, and pipe-line transportation, as well as the railroad 
industry, are subject to this type of regulation. In the fields of banking and 
insurance, government regulation involves some active participation in 
leadership, but financial corporations are beyond the scope of this study. 

16 For an early discussion of participation by public utility commissions 
in company management, see Charles S. Morgan, Regulation and the Man¬ 
agement of Public Utilities (1913). This book deals primarily with state 
and local rather than federal regulation. 

1T For short summaries in a single convenient source of the powers and 
activities of these agencies, see Lyon, Abramson, and Associates, Government 
and Economic Life, Vol. a, pp. 648-60, 763-848. 
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some agricultural agencies. 18 We are considering only the 
situation which existed before 1940. From that time on, the 
American government came increasingly to manage the entire 
economic system as the country girded itself for war and was 
finally plunged into the world conflict. 

In the fateful times during which this book is being written, 
reference to war and the preparation for war is inevitable. 
Government participation in decision-making grows tremen¬ 
dously when war occurs or threatens. Private business leaders 

58 Although consideration of agriculture, with its myriad of small units 
and special problems, has no place in a book devoted to the large corpora¬ 
tion, developments in federal agricultural policy during the last decade 
invite analysis in terms of the concepts and categories being discussed in 
the present chapter. Today, the federal agencies concerned with the 
“agricultural problem,” practically all of them centering in the Department 
of Agriculture, run through nearly the entire gamut of types of govern¬ 
mental activity discussed in this chapter. Educational and much other 
established routine work of the Department and of the state extension 
services and experiment stations can be said to implement private enterprise 
in agriculture. This is an example of the first type of government activity 
mentioned on p. 225. In the AAA programs taken as a whole, the federal 
government is engaged in broad economic management seeking to manipu¬ 
late economic variables beyond the control of the farmer—that is, produc¬ 
tion and prices of specific commodities—in somewhat the same way that it 
seeks to influence the volume of imports or the level of interest rates through 
its commercial and monetary policies. Control of the volume of production 
and the level of prices of particular agricultural commodities, variables 
which (like the volume of foreign trade) move in the first instance in 
response to decisions of private entrepreneurs, implies that government must 
either itself make the price and production decisions or else influence private 
entrepreneurs to make the decisions which will lead to the desired results. 
Benefit payments and penalties for exceeding production or marketing 
quotas are means of exercising such an influence and to that extent represent 
“restrictive regulation.” Loan provisions clearly involve direct economic 
management, altering demand conditions faced by individual farmers. In 
general, recent federal agricultural policy represents economic management 
in broad sectors of agriculture and also restrictive regulation, though if 
penalties and incentives are large enough, the difference between these means 
of achieving the desired results and outright substitution of government for 
private decision-making is not so very great. In many respects, it is proper 
to say that for some purposes the federal government does exercise active 
leadership, not, however, in the individual farm but in entire sectors of 
agriculture taken as the units of control. For some discussion of this range 
of problems, see Edwin G. Nourse, Joseph S. Davis, and John D. Black, 
Three Years of the Agricultural Adjustment Administration (1937), 
especially Chap. 12. For a summary of developments in federal agricultural 
policy, see Lyon, Abramson, and Associates, Government and Economic Life } 
Vol. 2, Chap. 23. 
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take orders from government officials as to prices, volume and 
types of production, hiring and payment of labor, creation of 
new facilities, and so on. The economic system becomes one 
giant productive organization, with many aspects of the leader¬ 
ship function centralized in government offices. This subject, 
however, cannot be pursued here. We shall confine ourselves 
to consideration of government participation in leadership as 
it is normally evidenced in peacetime. 

For a limited period, between 1933 and 1935, government 
participation in active leadership went far beyond the public 
utility fields and included practically all of industry. Through 
the National Recovery Administration and the NRA code 
authorities, government officials participated with industrial 
leaders in initiating and approving a variety of entrepreneurial 
decisions. The NRA episode involved both the restrictive type 
of regulation, as in the control of trade practices, and govern¬ 
mental participation in leadership, as in setting minimum 
wages and prices and in the control of output and investment. 
Leadership was exercised largely with the industry rather than 
the firm as the unit of control, but administration of the code 
provisions involved entrepreneurial control by the code au¬ 
thorities over the activities of those responsible for decision¬ 
making in individual firms. As significant as was the role of 
government in the NRA experiment, equally or even more 
important was the extent of collective decision-making by 
private business leaders, with the industry rather than the 
firm as the unit of control. 19 

The distinguishing characteristics of the type of regulation 
now under discussion, so far as the normal exercise of business 
leadership by private individuals is concerned, should be made 
clear. Regulation of this type, particularly as it has evolved 
in the public utility field, provides for administrative agencies 
which to varying degrees participate with management in the 
exercise of the leadership function in the regulated industries. 
The leadership is partial; it consists chiefly in exercising an 

19 For a detailed analysis of the NRA experience, see Leverett S. Lyon 
and others, The National Recovery Administration (1935)* 
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approval rather than an initiating function $ and it is ordinarily 
confined to decisions on only certain types of problems, not 
to the entire range of matters concerning which business deci¬ 
sions must be made. But on the types of problems being regu¬ 
lated—for example, rate-making or the issuance of new 
securities—management decisions are subject to governmental 
supervision and must be submitted to a public agency for 
approval, in the light of policies which the agency has formu¬ 
lated. Sometimes the regulation may entail initiation, as well 
as veto or approval, by the regulating body. 

These regulatory agencies are primarily concerned with 
rate-making: the setting of prices in the fields of their juris¬ 
diction. Management must file contemplated price changes 
with the commission, which may veto or suspend as well as 
approve the proposed changes 5 and ordinarily the commission 
itself may impose changes upon the entire industry or upon 
individual firms. To an increasing degree, however, the pow¬ 
ers of these commissions have been extended to other than 
rate-making problems. Thus management may have to submit 
to the commission for approval decisions regarding new se¬ 
curity issues, expansion, abandonment of facilities, mergers 
and the acquisition of the assets or securities of other com¬ 
panies, the terms of reorganization or liquidation, and other 
matters. Not all the agencies mentioned have the power of 
veto over all these decisions, and the agencies vary among 
themselves in the extent to which the powers granted to 
them are used. 20 

The powers of the regulatory commissions arise out of 
enabling statutes, which define the actions over which regula¬ 
tory power is given to the agency and establish certain broad 
criteria to be used in the exercise of this power. These criteria 
—such as protection of the public interest, prevention of dis¬ 
criminatory or unreasonable charges, the maintenance of a 
sound transportation system, or the provision of adequate 

* In general, more attention is paid to rate-making than to problems of 
finance and organization, although generally management must seek the 
agency’s approval in these latter matters, alsq. 
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facilities—leave wide room for the use of independent discre¬ 
tion by administrative officials in exercising their veto powers 
and in themselves initiating changes. 21 

Possession of power and the exercise of leadership are not 
the same thing. We have had occasion to emphasize this dis¬ 
tinction in earlier chapters dealing with minority and financial 
groups. This distinction is important, also, in considering the 
control activities of regulatory commissions. While the ICC 
has had the power to control the terms of new security issues 
of railroads since 1920, the Commission has not exercised its 
powers in this connection as vigorously, especially during the 
1920’$, as it has its control of the level and structure of rates. 22 
The same has been true of state public utility commissions. On 
the other hand, the SEC has apparently used its power to 
control the issuance of new securities, in the case of public 
utility holding companies, more aggressively. 28 The extent of 
active leadership by a regulatory agency cannot be fully ascer¬ 
tained merely from a perusal of the provisions of the enabling 
statute, or even of its published rules and regulations. One 
must go behind these to what the commission really does. 

REGULATION AND LEADERSHIP BY THE INTERSTATE 
COMMERCE COMMISSION 

It is no part of the purpose of this study to analyze in 
detail the relations between government and large-scale indus- 

" Sec, for example, I. L. Sharfman, The Interstate Commerce Commission, 
Pt. 2, pp. 349 ff. 

“It is not to be implied, however, that the Commission completely 
neglected the financial field. As early as 1893, the Commission had stated 
the need for regulation of security issues and for a good many years before 
1920 had recommended that it be given this power. (See the Commission’s 
Interstate Commerce Commission Activities 1887-1937, pp. 163-64.) Once 
acquired, the powers were used, but not as vigorously as in the case of 
rate-making. 

“ It is interesting to contrast the handling of the problem of banking 
influence by the two agencies. In the few years that have passed since 1935, 
the SEC has already promulgated successively the arm’s-length bargaining 
and competitive-bidding rules. (See p. 2x8.) On the other hand, the ICC 
did not, at least until 1944, seriously disturb railroad-banker relation¬ 
ships, except, perhaps, in reorganizations in the last few years. It is true 
that the ICC has for some time required competitive bidding for equipment 
obligations, but this requirement was not extended to other types of railroad 
securities until this chapter was going to press, in May 1944* 
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try, even in the fields in which regulation has meant substitu¬ 
tion of decision-making by government for that by private 
individuals. Before concluding this discussion, however, it 
might be well to give concreteness to the generalizations of 
the several preceding pages by indicating the extent to which 
government regulation has been translated into active leader¬ 
ship in the best known and oldest of the federal regulatory 
commissions, the Interstate Commerce Commission. 

Although the original Act to Regulate Commerce was 
passed in 1887, effective regulation by the ICC dates from 
the adoption of the Hepburn Act of 1906, and in its more 
comprehensive scope from the passage of the Transportation 
Act of 1920. In 1931, a leading authority was able to write 
of the ICC’s regulation in the railroad field as follows: 

. . . The magnitude of the railroad industry alone is indicative of 
the substantial slice of our industrial apparatus which is removed 
from the incidence of latssez faire doctrine. But the unusual charac¬ 
ter of this interference is evidenced primarily by the comprehensive 
scope of the administrative powers to which the carriers, and par¬ 
ticularly the railroads, are subject. The entire cycle of their organi¬ 
zation, financing, charges, and practices, is embraced within the 
ambit of the Commission’s authority. The Commission’s original 
function of preventing unreasonable and discriminatory rates has 
been rendered a positive and highly effective instrument for the 
regulation of charges and the control of returns. Under its present 
rate-making authority, the Commission may suspend changes in 
rates before they are put into effect; it may prescribe minimum as 
well as maximum rates for the future; it may establish joint rates 
and regulate their division or apportionment in the public interest; 
it is charged with the responsibility of prescribing such rates as will 
support railroad credit and maintain an adequate transportation 
system. ... It is authorized to regulate safety of operation, service 
practices and the utilization of facilities, extensions and abandon¬ 
ments of line, the issuance of securities and assumption of obliga¬ 
tions, interlocking directorates and pooling arrangements, acquisi¬ 
tions of control and actual consolidations; and it is empowered to 
prescribe and police carrier accounts, to require regular and special 
reports, and to enforce publicity of all carrier operations. While 
there is continuing lip worship of the doctrine that interference 
with management is both undesirable and invalid, the freedom of 
the carriers is so circumscribed in all significant directions that true 
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managerial independence, as distinct from freedom in the affairs 
of internal organization and administration, is largely a matter of 
the past in the railroad industry. Moreover, not only does each 
individual carrier find practically all of its major policies and 
practices effectively conditioned by the legal environment resulting 
from the vast grants of authority conferred upon the Commission 
in the public interest, but from many angles the carriers as a whole, 
despite multiple corporate ownership and control, are conceived as 
a national transportation system and are made to serve general 
transportation needs, without regard to individual interests. The 
prevailing charter of administrative control involves large affirma¬ 
tive responsibilities as well as extensive powers of restriction. In 
regulating service, particularly in periods of emergency and con¬ 
gestion, in formulating a comprehensive consolidation plan, in 
fixing general rate levels, in adjusting rate divisions, ... the Com¬ 
mission is acting virtually as a superdirectorate for the entire railway 
net . 24 

The Commission has been concerned most significantly with 
the question of rate-making, and in this sphere it is the final 
decision-making authority for the entire industry. All rates 
and rate structures are subject to its control, and the carriers’ 
proposals for alterations in both individual rates and the gen¬ 
eral level of charges have not infrequently been refused or 
seriously modified. 25 (In the ordinary course of events, how¬ 
ever, proposals for routine changes in individual rates, al¬ 
though subject to the Commission’s power to suspend, are 
not disturbed by the ICC.) The Commission itself, on its own 
initiative or on the complaint of shippers and other carriers, 
has imposed rate changes upon the roads. Initiation by the 

** Sharfman, The Interstate Commerce Commission (Commonwealth 
Fund), Pt. 1, pp. 3-5} see also the same, pp. 283-85, and Lyon, Abramson, 
and Associates, Government and Economic Life , Vol. 2, pp. 764-65. 

“ See Sharfman, The Interstate Commerce Commission, Pt. 3-B, 
especially pp. 3-4, 6$ Lyon, Abramson, and Associates, Government and 
Economic Life , Vol. 2, pp. 809-10, 821-25. An interesting example of the 
Commission’s use of its powers to control the general level of rates 
occurred in the application of the roads for a flat 15 per cent rate increase 
in 1931. The Commission denied the application but did permit certain 
smaller specific increases. See Fifteen Per Cent Case , 178 ICC 539$ 46th 
Annual Re fort of the Interstate Commerce Commission , 1932, p. 8) Sharf¬ 
man, The Interstate Commerce Commission , Pt. 3-B, pp. 161 ff. 
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Commission is not common, however, and has been generally 
limited to a relatively few comprehensive rate cases. In rate¬ 
making in the railroad industry, the individual company is 
no longer the only unit of control. 28 Proposals for changes by 
the roads are worked out collectively by the various companies 
and apply automatically to all affected carriers. 27 The Com¬ 
mission’s rate orders may similarly apply to all roads in a 
territory or in the entire country, although many, if not most, 
rate cases before the Commission involve specific roads. 

Despite the Commission’s protests that its activities are not 
to be considered a substitute for private management, it does 
play a highly important role in price-making in the railroad 
field. Of course a great deal of rate-making is still in the 
hands of the companies; the Commission’s chief function is 
that of review, not initiation; and the Commission cannot, 
nor does it attempt to, flout existing rate relationships, which 
exert an extremely important influence on rate decisions by 
both the roads and the Commission. Nonetheless, the Com¬ 
mission’s powers in this field are very great; it may and 
sometimes does overrule management proposals; it exercises 
its (veto) power of review with criteria of price policy in 
mind that do not necessarily jibe with the profit criteria of the 
roads; and the Commission’s judgment as to the effects of 
rate changes may be substituted for that of the managements. 28 
It is true, however, that the roads are still relied upon to 
initiate most rate changes and that, in the approval of minor 
changes in specific rates, the Commission may rely largely on 

28 This condition is of long standing and, to some extent, antedates the 
ICC—as in the early use by the railroads of pools, boards of arbitration, 
and so on to keep their rates in line. 

91 Changes in rate schedules and classifications ordinarily originate in 
inter-road committees of traffic executives representing the various roads in 
particular territories. On occasion, as in the Fifteen Per Cent Case, all 
roads in the country jointly present proposals for changes. On the other 
hand, as noted later in the text, the majority of rate changes probably 
involve individual roads. 

* See Lyon, Abramson, and Associates, Government and Economic Life, 
Vol. a, pp. 821-25$ also 52nd Annual Refort of the ICC, 1938, pp. 5-7. 
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the judgment of the executives of the railroads concerned. 29 

The Commission’s powers of control over management in 
the fields of finance and organization are also extensive, al¬ 
though the degree of its leadership in these spheres has not 
been as marked as in rate-making. The Commission has exer¬ 
cised a veto function with respect to extensions and abandon¬ 
ments, substituting criteria of public convenience and neces¬ 
sity for that of profitability. Its control of the issuance of 
securities, though occasionally resulting in denial or modifica¬ 
tion of applications, has not led to such active participation in 
the exercise of the leadership function as have its rate-making 
powers. 80 In financial matters subject to its jurisdiction—for 
example, new issues, acquisitions, assumption of obligations, 
and consolidations—the Commission seldom initiates. Its lead¬ 
ership function has been one of (frequently routine) ap¬ 
proval. 81 During the 1920’s the Commission’s approval of 
many important financial acts was either of a routine sort or 
else represented belated acceptance of fails accomflis. 82 

29 Sharfman, The Interstate Commerce Commission, Pt. 3-B, especially 
pp. 417, 4^3-64, and Pt. 4, P- 35 *- 

80 See Sharfman, The Interstate Commerce Commission , Pt. 3-A, pp. 
506, 528, 555, 6225 Kent T. Healy, The Economics of Transportation in 
America (The Ronald Press Company, 1940), pp. 532-35. Control of new 
security issues of the smaller, less stable roads has been more active than in 
the case of the larger companies. As for the latter, “The Commission has 
for the most part followed the judgment of the railroads as to the set-up of 
their financial structures. About all the control has amounted to for the 
larger railroad companies has been to insure that the money went into the 
treasury for legitimate purposes. In no sense did the Commission attempt to 
say whether the proposed use of the money, raised by an issue, was desirable 
or even sound, and rarely did it pass upon the financial advisability of the 
type or amount of the various securities issued.” (The same, p. 533.) How¬ 
ever, in May 1944, the Commission did impose the condition of competitive 
bidding on the sale of railroad securities, although with certain exceptions. 
New York Times , May 11, 1944. 

11 See Sharfman, The Interstate Commerce Commission , Pt. 3-A, pp. 
20 fF., 92, 502-035 Pt. 4, pp. 249-505 Healy, The Economics of Trans¬ 
portation in America , pp. 541-42. 

w Note, for example, the acquisitions by many roads in the 1920*8. For 
examples of various types of financial manipulation which took place 
despite ICC scrutiny, see Investigation of Railroads , Holding Companies , 
and Affiliated Companies , S. Rept. 25, 76 Cong. 1 and 3 sess. 5 and also the 
same, S. Rept. 1182. It is only fair to note that the Commission was handi¬ 
capped during the twenties by a lack of certain powers (for example, over 
holding companies) which were subsequently granted to it. 
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It is customary for students of government regulation to 
speak of the powers of regulatory commissions over financial 
affairs as constituting “an encroachment upon management” 
beyond that represented by control of the rate-making process. 
It is difficult, however, to think of a more fundamental en¬ 
croachment on entrepreneurial freedom than price-fixing by 
government, which after all is what is involved in control of 
the rate-making process. In fact, the ICC’s regulation of 
financial affairs has, in the past, imposed far fewer restrictions 
on the freedom of management than has its control over rates. 

As we indicated in Chapter IX, the Commission’s con¬ 
trol of reorganization proceedings, once extremely weak, 
has been strengthened substantially since 1933. It has also 
been given the power to approve carrier application for loans 
from the RFC. Its powers have been extended to cover rail¬ 
road holding companies, and it may forbid a road to vote 
stock owned in another carrier. 33 In these and other ways— 
primarily, however, with respect to approval rather than 
initiation—the Commission participates with railway execu¬ 
tives in the leadership function. 

As we have pointed out, the Commission’s leadership in 
rate-making is applied not only to specific firms but also to 
groups of companies and, on occasion, even to the entire in¬ 
dustry as the unit of control. In rate-making, the single com¬ 
pany is no longer the only unit of control, even in changes 
initiated by the carriers themselves. The same widening of 
the boundaries of the unit to which entrepreneurial control 
is applied has occurred in other phases of the Commission’s 
activities. To the extent that leadership is exercised over 
substantial parts or all of the railroad industry, such control 
becomes one of the most important parts of the environment 
restricting the activities of the managements of particular 
roads 5 and management’s freedom is further restricted by the 
fact that the Commission’s leadership in many matters is ap- 

** See 46th Annual Refort of the ICC , 1932, pp. 12-155 47th Annual 
Refort of the ICC , 1933, pp. 17, 19-205 Sharfman, The Interstate Com¬ 
merce Commission , Pt. 3-A, pp. 495-98. 
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plied directly to the firms concerned. Thus the Commission’s 
leadership encompasses simultaneously the entire industry and 
the companies taken separately. 

The Commission’s role as business leader in the railroad 
field has been summarized succinctly (and, in the opinion of 
some, too strongly) in the following manner. “In short, the 
managerial supervision by governmental authority has in 
large measure replaced the initiative of private management 
in the formulation and execution of business policies affecting 
the quantity, quality, and price of railroad transportation serv¬ 
ice.” 84 The result is that “in the railroad field any clear-cut 
differentiation between the sphere of private management 
and that of public control is largely obliterated.” 35 

It need scarcely be added that the powers and activities of 
the ICC are not necessarily matched by those of all other 
federal agencies whose regulation involves in some degree 
the exercise of business leadership. The extent of regulatory 
control by the ICC, however, indicates extremely well the 
variety of ways in which decision-making by government can 
be substituted in some part for the leadership of corporation 
managements. 


GOVERNMENT OWNERSHIP 

One type of relation between government and business 
remains to be discussed. Where complete government owner- 

M Lyon, Abramson, and Associates, Government and. Economic Life , Vol. 
2, pp. 764-655 see the same, pp. 859-60. 

“Sharfman, The Interstate Commerce Commission , Pt. 1, pp. 284-85. 
The following statement by the ICC does not refute this conclusion: “There 
is gross exaggeration in the idea that every act of the railroads is subject to 
regulation. The railroads have a large degree of initiative in the making of 
their rates, and have freely made a multitude of reductions to meet competi¬ 
tion. We have no power to control their passenger service, and exercise very 
little control over their freight service. They select and pay their officers 
without supervision or hindrance. Nor do we undertake to tell them what 
equipment and supplies they may buy, how they shall operate their shops 
or maintain their tracks, what rails, ballast, and ties they shall use, what 
stations or other buildings they shall erect, what construction contracts they 
shall let, or how they shall manage their affairs in many other ways. The 
pattern of their regulation is in no way unique, but is substantially the same 
as is now applied generally throughout the country by the States or the 
Federal Government to other public utility companies.” $*d Annual Report 
of the Interstate Commerce Commission, 1938, pp. 7-8. 
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ship exists, all aspects of the function of business leadership 
are taken over by public officials. The unit of control is a 
combination of economic resources under government rather 
than private ownership. Entrepreneurial decisions are made 
by government officials—subject, however, to the pressures 
of interest groups in much the same way as the activities of 
private business leaders are affected by these influences. The 
chief difference, for the exercise of business leadership, arises 
out of the formal substitution of some concept of the public 
welfare as the ultimate criterion of policy for that of private 
gain. 

Two examples of government ownership may be men¬ 
tioned, not because they are necessarily typical but because 
they illustrate how, through ownership in key sectors of the 
economy, government can exert a strong influence on business 
leadership in areas remaining under private ownership. The 
first example is the Tennessee Valley Authority, which is itself 
engaged, in competition with private companies, in the produc¬ 
tion and distribution of electric power. The implications of 
the complete exercise of the entrepreneurial function by a 
public agency in this case extend beyond the boundaries of 
the TVA itself. Through the TVA, government exerts a 
strong influence on the managements of the private utility 
companies. The federal government thus stands in a two-fold 
relation to the managements of the private companies. First, 
government as such exerts pressure directly through regula¬ 
tory agencies—in the case of the federal government, through 
the SEC and Federal Power Commission. Secondly, govern¬ 
ment, as a competitor, exerts pressure indirectly. Of these two 
types of pressure, it has been suggested, the managements ol 
the private utilities fear the latter more. 80 

More interesting in its implications in many ways is the 
Reconstruction Finance Corporation. Here government own¬ 
ership and operation (in peacetime) have occurred not in 
industry but in the field of banking. Certain aspects of the 
federal government’s increasingly important role as banker, 
particularly in its effects on the private banking business, were 

"See Landis, The Administrative Process , p. 121. 
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discussed in Chapter IX. The ramifications of the lending ac¬ 
tivities of the government, however, extend far beyond the 
banking field. 

Through the RFC, the federal government had during 
the thirties become a banker to many companies, particularly 
the railroads. We have already commented at length on the 
power that goes with control of the supply of money-capital, 
especially in the case of ailing firms needing new injections 
of the “life-blood of industry.” In this respect, government is 
no exception. In supplying funds to industry, the government 
lending agency is in a position to exact terms—as to financial 
policy, management compensation, terms of reorganization. 
The power thus acquired may or may not be used. In the 
railroad field it has been used on occasion, and here and else¬ 
where the government as banker has been able to induce 
compliance with its wishes through the bludgeon of financial 
power. 

Thus the RFC in its capacity as banker adds another weapon 
to the federal government’s armory. In the railroad field, for 
example, government pressure can now be exerted in two 
ways: directly, through the ICC, and, indirectly, through 
RFC lending. 

Once the United States began to prepare for war in 194.O, 
the federal government’s lending and investing increased 
tremendously in scope. Government funds poured into a vast 
array of industrial plants engaged in war production, and the 
RFC, through subsidiary corporations, became the creditor of 
many enterprises and the owner of numerous plants being 
operated under private management. In wartime, the govern¬ 
ment’s direct control over industrial operations is far-reaching 
and needs no support from its financing of private industry. 
But when the war is over, even after wartime controls are 
relaxed, tremendous power will remain in government hands 
as a result of its having been wartime banker to industry. 
Whatever use is made of this power by government, the 
repercussions of the government’s wartime banking activities 
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will leave their impress on private industry for many years to 
come.® 7 

There is little reason to believe that present tendencies in 
the direction of stronger influence by government on private 
leadership will be reversed, although they may be modified. 
Thus far, however, despite the examples of government own¬ 
ership and the extensive participation by government in 
decision-making in the public utility fields, government regu¬ 
lation in peacetime has taken chiefly the forms of a restrictive 
influence and of broad management of the economic system 
as a whole. Participation in decision-making within individual 
firms or for particular industries is still not the general rule. 
With present tendencies toward greater government participa¬ 
tion in economic life in all spheres of government regulation, 
we may expect that restrictive regulation will continue to 
narrow the range of alternatives open to private management 
and that participation by government in business decision¬ 
making will continue to expand. The development of these 
tendencies in the past has depended on a number of factors, 
the most important of which has been the result of the never- 
ending struggle among private interest groups, including man¬ 
agement itself, to control the formulation of public policy. 
The nature and direction of these tendencies in the future will 
continue to depend upon the result of this struggle. 

"in addition to financing war plant expansion, the federal government 
has accumulated large stockpiles of raw materials and has become the sole 
buyer of many imported commodities essential to the war program. Its 
activities in this direction have not only revolutionized international trade 
and financial practices during the war 5 its accumulations of materials, its 
financing of foreign developments, and the changes it has created in estab¬ 
lished trade channels will have repercussions on domestic and international 
markets for many years after the war is over. 



CHAPTER XI 


THE INFLUENCE OF THE OTHER 
INTEREST GROUPS 

Thus far, we have had little to say about a number of 
groups which may exert an important influence on the exercise 
of business leadership in the large firm. Of those listed on 
page 148, the ones not discussed in previous chapters are 
competitors, suppliers of goods, customers, labor, and those 
providing specialized services (lawyers, engineers, and ac¬ 
countants, for the most part). 

All of these groups contribute to the environment of con¬ 
ditioning influences which restrict the freedom of the active 
business leaders. While some of them participate on occasion 
in decision-making, they do not regularly and to any consid¬ 
erable extent take part in the exercise of the leadership func¬ 
tion in a given concern. More concretely, representatives of 
these groups do not as a regular thing meet with officers and 
directors to make the entrepreneurial decisions which govern 
the firm’s activities. But they do exert varying degrees of in¬ 
fluence on those who are concerned with making these de¬ 
cisions. 

THE ROLE OF COMPETITORS 

Of the interest groups now to be considered, competing 
firms exert the greatest influence on business leadership. The 
pressure involved here is “competition.” The nature of com¬ 
petitive forces and their effect upon prices and other economic 
variables have long occupied the attention of economists. For 
the most part, however, the latter have looked upon competi¬ 
tion as a set of impersonal market forces, acting mechanically 
to produce more or less preordained results. 

With our conception of the business leader operating in an 
environment of influences emanating from diverse interest 
groups, competition becomes a set of pressures to be analyzed 
and traced to the firms and other business leaders whose 
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actual or potential behavior creates the competition. This is 
particularly the case when firms are large, or, more generally, 
when any market is confined to a relatively few sellers. Then 
various types of competitive pressure can be traced to specific 
firms and groups $ measures taken by one concern are observed 
and countered by the others $ and the results of this interplay 
of pressures is not entirely predictable. Not only do these 
competitive forces affect the decisions made by individual 
businessmen, but the latter’s behavior also tends to react upon 
the nature of the pressures at work. This is true of the rela¬ 
tions between buyers and sellers as well as of those between 
firms selling the same or similar products. 1 

The results which ensue from this sort of competition (and 
from the attempts to avoid or restrain it) depend upon the 
character of the businessmen, the relations of their firms to 
other firms and interest groups, and other factors which are 
equally difficult to include within the measurable and imper¬ 
sonal “market forces” with which the economist ordinarily 
deals. While the influences or pressures being considered here 
are in good part “market forces,” they are not impersonal or 
immutable, nor do they yield mathematically predictable re¬ 
sults. Hence inclusion of competitors (and buyers and sellers) 
as interest groups, and a study of their influence on decision- 
makers against the background of pressures exerted by the 
other interest groups, should prove of value in an analysis 
of the manner in which business leadership functions. The 
crude tools of the political scientist, as well as the more pre¬ 
cise tools of the economist, need to be utilized. 2 

Obviously, the mere existence of competitors selling the 

1 See the discussion of the influence of buyers and sellers, pp. 253-55, 
below. 

* The greater the number of sellers in a market, and the smaller each is, 
the less important becomes this sort of approach to the nature of competi¬ 
tion. In markets in which sellers are numerous and small, competition can 
be considered as a set of more or less mechanical forces to which the indi¬ 
vidual firm automatically reacts without its being able to do much if any¬ 
thing to alter the pressures operating upon it. Also, in this case, competition 
appears as the mass effect of the behavior of many largely anonymous 
concerns. 
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same or like products creates an influence which seriously 
conditions the exercise of leadership by a firm’s decision¬ 
makers. The businessman cannot set his prices without consid¬ 
ering the present and potential behavior of his competitors. 
He is limited by similar considerations, also, in the decisions 
he makes as to volume of output, quality of product, and 
degree of advertising and selling activity. Competition helps 
to determine not merely what he should charge for his prod¬ 
ucts but also what he must pay for materials and services. 8 

Where firms are few and large, competition in the broad¬ 
est sense brings to bear upon decision-makers in a concern a 
wide range of powerful pressures, a great many of them 
directly traceable to the plans and acts of the leaders in other 
firms in the same and related industries. Large firms seek to 
maintain and in some cases to enlarge their position in the 
market. In so doing, the leaders of each firm resort not only 
to price changes but also to various types of “non-price com¬ 
petition”—changes in quality and appearance of products sold, 
changes in volume and type of advertising, and other sales 
promotion techniques. These competitive techniques are uti¬ 
lized by the leaders of a firm as parts of a broad strategy 
against other firms in the same and similar industries. The 
measures adopted by any one concern are affected by and in 
turn directly influence the tactics being followed by competing 
concerns. Competitive strategy of this sort involves not only 
price and non-price competition on the selling side but also 
maneuvers to ensure sources of supply of raw materials (com¬ 
pare the struggle for ore reserves at an earlier period in the 
steel industry), strategic use of the power inherent in patent 

* See, for example, the analysis of factors determining 1 wage policies in 
International Harvester, in TNEC, Industrial Wage Rates , Labor Costs , 
and Price Policies , Monograph No. 5, pp. 103-07, especially p. 105. An 
interesting and somewhat unusual example of the effect of competition on 
wage negotiations occurred in 1941. At the time that United States Steel was 
negotiating with the SWOC with respect to a wage increase, National Steel 
announced a voluntary increase to its own employees of ten cents an hour, 
which was probably more than the SWOC expected to gain from United States 
Steel. Since National’s employees were unorganized, the union could not accept 
less from United States Steel, nor was the latter in a position to insist on a 
smaller increase. See New York Times , Apr. S, 15, and 22, 2941. 
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rights, struggles to control new technological developments, 
and a wide range of other techniques. 

Pressure from competitors is not felt by all firms to the 
same degree. Similarity of products sold, number of firms in 
the market, and the relative size of the firms are some of 
the factors which help to determine the extent to which the 
price, output, and marketing decisions of individual decision¬ 
makers are conditioned by what other firms are doing or may 
do. But these are only some of the factors. The decision¬ 
makers themselves are independent variables. Two identical 
sets of market conditions may lead to different results, de¬ 
pending on how those in control react. And of course business 
leaders strive constantly to alter competitive relationships in 
their favor to ease the pressure from competing firms. Trade 
association activities, intercorporate ownership and interlock¬ 
ing directorates, mergers, and advertising of brand names are 
merely a few of the ways of doing so. 

Where competitors continue to be independent—independ¬ 
ent in the sense that no formal or tacit agreements as to 
common policy exist—competition remains merely as an “in¬ 
fluence” restricting the freedom of individual businessmen. 
The influence arises out of what competitors actually do— 
the prices they charge, the kind of product they sell—and, 
particularly where the number of sellers of a given range of 
products is relatively -small, out of the fear as to what com¬ 
petitors might do. 4 

The leadership role of the competitor, however, frequently 
goes beyond exerting an influence. Influence easily shades into 
participation in the exercise of some part of the leadership 
function, especially with respect to the determination of prices. 

4 “Fewness of sellers” creates the situation to which economists have 
applied the term “oligopoly.” Strictly speaking, “fewness” in the sense 
intended by the economist exists whenever the number of firms is small 
enough so that any one takes into account what his competitors may do in 
response to action which he initiates. “Fewness” in this sense is entirely a 
matter of degree. Even in an industry with a hundred firms or more, 
individual concerns pay attention to the present and potential behavior of 
their competitors—if not all, at least some of them. Of course, they pay 
even more attention if their competitors number only two or three. 
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Through the old-fashioned pool (now largely obsolete as 
well as illegal), the cartel, trade associations, the old NRA 
codes for a short period, and, more generally, through in¬ 
formal conferences and tacit agreements, the members of 
an industry may collectively make important decisions regard¬ 
ing prices, the volume of output, the allocation of markets, and 
so on. When competitors get together in this fashion, decision¬ 
making on an industry basis results. Out of the influence or 
pressure of competition comes active leadership exercised by 
the competitors collectively. Needless to add, not all of such 
collusive leadership is illegal. 

The line of distinction between the reciprocal influence of 
competitors on each other and collective decision-making is 
not a very clear one. When firms are few and large, and 
when the wages of the “sin of price cutting” become too 
much for the businessman to contemplate, uniform prices may 
result without the aid of clandestine meetings or even of the 
telephone. The price decisions, though identical, may be made 
individually by the various firms. The result, though not the 
method, is the same as if the price makers had actually met 
and formally decided on a common course of action. 5 

Common action reflecting a group will may be effectuated 
among firms which are not merely competing sellers. For 
example, the increasing strength of other groups (labor, par¬ 
ticularly) has indicated to business leaders in various concerns 
and even in different industries the need and advisability 
(from their point of view) of banding together. To the 
extent that this occurs, the unit of entrepreneurial control 
tends to expand beyond the boundaries of the individual firm. 8 
The existence of common bonds of interest may take many 
forms, for example, common ownership or banking connec¬ 
tions, common business problems, common possession of pat- 

*For a convenient survey of types of competitive restraints in American 
industry, see TNEC, Competition and Monopoly in American Industry , 
Monograph No. ai} also A. R. Burns, The Decline of Competition (1935). 

# However, the enlarged unit of control holds only for the purpose toward 
which the common action is directed. For other purposes, the individual 
firm, or perhaps a different group of concerns, is the unit of control. 
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ents, and so on. 7 It should be emphasized that these factors 
merely facilitate but do not necessitate common action. 8 

When the reciprocal relations and influences among com¬ 
petitors become formalized and put on a more permanent 
basis through trade associations, cartels, and similar organiza¬ 
tions, the decisions and acts emanating from such groups may 
affect the exercise of leadership within individual firms in 
several ways. These formalized group activities may (i) 
merely implement the exercise of leadership by individuals 
(aid member firms through issuance of statistical and other 
information and similar trade-association activities), (2) in¬ 
fluence and restrict individual leadership (by exerting infor¬ 
mal pressure to curtail output, not to sell below cost, and so 
forth), or (3) lead to the substitution of group decision¬ 
making for individual leadership (as when prices or the alloca¬ 
tion of output or the attitude to be taken toward labor’s 
demands are decided by the leaders of the industry and 
imposed upon all members of the group). 0 

In addition to helping or influencing member firms in the 
manner indicated in the preceding paragraph, industry asso¬ 
ciations frequently seek to exercise pressure on government 
to further the interests of the industries which they repre¬ 
sent. The political activities of some of these groups have 
been important factors affecting public opinion, legislation, 
and the shaping of policy by the regulatory agencies. 10 

7 On the influence of patents, see TNEC Monograph No. 21, pp. 73-78, 
84-85, 104-05, 158-655 TNEC, Patents and Free Enterprise, Monograph 
No. 31 (1941), especially Chaps. 5-7. 

*For further (but overdone) discussion of these bonds of interest, see 
Robert A. Brady, Business as a System of Power (1943), pp. 227 ff. See 
also TNEC Monograph No. 21, pp. 189 ff.} National Resources Committee, 
The Structure of the American Economy, Pt. 1, pp. 158-65. 

* The literature on trade association activities is voluminous. Among more 
recent additions to this literature, see S. N. Whitney, Trade Associations and 
Industrial Control (1934)} TNEC, Trade Association Survey , Monograph 
No. 18 (1941)} Monograph No. 21, pp. 225-67} Burns, The Decline of 
Competition, Chap. 2} E. G. Nourse and H. B. Drury, Industrial Price 
Policies and Economic Progress , Chap. 10} Benjamin S. Kirsh, Trade Asso¬ 
ciations in Law and Business (1938). 

10 This aspect of the work of trade associations and other similar business 
groupings is emphasized bv Professor Bradv. See Brady. Business as a 
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Such institutionalized inter-company relationships may 
spread beyond the boundaries of individual industries, as in 
the Chamber of Commerce of the United States, the National 
Association of Manufacturers, and similar “super-industry” 
organizations. As far as the effect upon member firms is con¬ 
cerned, influence and what we have in Chapter X called 
“implementation” (see p. 1225) may come out of such groups; 
but, at least in this country, there is little evidence of much 
business leadership originating in these associations and being 
imposed upon the decision-makers in individual firms or 
industries. 11 One should not belittle the influence of such 
organizations, however. Business leaders, though belonging 
to different industries, can develop a strong feeling of eco¬ 
nomic and group consciousness, 12 and it is not difficult, espe¬ 
cially if a strong and active leadership exists, for a group will 
to emerge from these inter-industry relations. With the co¬ 
hesion given by such common interests and aims, the economic 
resources in back of super-associations of corporation executives 
make them capable of exerting great influence upon both 
public opinion and the direction of government policy. 


System of Power; also TNEC, Economic Power and Political Pressures , 
Monograph No. 26. 

u Despite his emphasis upon the power and influence of such super¬ 
industry or “peak” associations, Brady states that “trade associations and 
their Spitzenverbande [super-industry groups] are largely, if not in many 
cases exclusively, political-pressure bodies.” ( Business as a System of Power , 
Columbia University Press, p. 312.) This is probably an overstatement so 
far as American trade associations are concerned, although, of course, the 
political and propagandist character of much trade association activity 
cannot be denied. As far as the super-industry groups are concerned, the 
statement quoted seems clearly to hold. Brady’s book (especially Part 3) 
contains a provocative discussion of the role of super-industry groups and 
of their relations to the growth of big business and intra-industry co¬ 
operation. 

“Corporation executives, particularly the more prominent ones, and 
wealthy individuals generally decry the fact that the “New Deal” has 
fostered a feeling of class-consciousness among workers and low-income 
groups. Class-consciousness, however, is not new in this country, and it is 
most pronounced among those groups who decry it while not recognizing 
the phenomenon among themselves. Common social backgrounds, common 
business interests, and common fears, prejudices, and loyalties create among 
those who possess wealth and economic power a strong and clear-cut feeling 
of membership in an economic and social class. 
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SUPPLIERS AND CUSTOMERS 

The influence of suppliers of goods and of customers de¬ 
serves more consideration than can be given here. They are 
two more of the groups whose economic interests lead them 
frequently to seek to exert pressure on those responsible for 
decision-making. 

The nature of the customers 5 group differs among types of 
firms and industries. Large firms producing finished con¬ 
sumers 5 goods are not ordinarily subject to serious direct pres¬ 
sure from this group—either from middlemen or the ulti¬ 
mate consumers. 18 Obviously, even unorganized consumers 
exert a strong influence, which is measured by the nature of 
their demand curves for a given product. Their tastes and 
incomes are among the most fundamental data which the 
producer must take into account in making his decisions. This 
type of influence, however, clearly belongs in the category of 
impersonal market forces. If consumers are small, numerous, 
and unorganized, their pressure is not exerted directly, or 
deliberately as part of the bargaining process. Beyond this, 
customers must be few or highly organized to influence di¬ 
rectly the decisions of the selling firms. 14 For this reason, the 
makers of capital goods, raw materials, and semi-finished 
products—items bought by industrial users—are more likely 
to be subject to direct pressure from customers than makers 
of finished consumers 5 goods. 18 The pressure is likely to be 

“This is not true, however, where mass outlets are relied upon for an 
important part of the distribution of the product. Compare, for example, 
the pressure which Sears Roebuck was able to exert at one time on Goodyear 
Tire and Rubber as the most important buyer of the latter’s products. Other 
tire manufacturers also were subject to important influences from mail-order 
houses, the automobile manufacturers, and the oil companies, all of which 
provided mass-outlets for the distribution of tires. (See Walton Hamilton, 
and others, Price and Price Policies (1938), Sec. 35 TNEC Monograph 
No. ax, pp. 49 - 5 °-) 

14 To the extent that the “consumers’ movement” expands and gains in 
unity and power, it will be possible for the great body of buyers of con¬ 
sumers’ goods to exert greater pressure upon large-scale producers and 
sellers, either directly or through influencing legislation. 

18 We should include raw materials for consumers’ goods as well as for 
industrial goods. Markets characterized by many sellers and few buyers are 
frequently found in agriculture, for example, in tobacco, livestock, and 
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greatest if a firm’s product is taken primarily by a single cus¬ 
tomer or a few customers acting in concert. 18 

The large corporations with which we are concerned have 
tremendous power as both buyers and sellers. If one of them 
is faced by one or a few strong buyers, the resulting tug of 
war may go in favor of either party, depending on a number 
of factors. Obviously, the relations existing between a given 
firm and its competitors are an important factor in determin¬ 
ing the outcome of maneuvers between the firm and important 
customers. Pressure exerted from the side, so to speak—from 
competitors—adds to that exerted from the front, by cus¬ 
tomers. 17 

The large corporation is also subject to direct pressures from 
sellers, which may be as strong as, and in some cases stronger, 
than those coming from buyers. 18 Here again the situation 
varies among markets and industries. Where sellers are 
few and large or are otherwise able to act in concert, even 
the large corporation which buys from them may be sub¬ 
ject to considerable pressure. Where the power of sellers 
is enhanced by patent rights and other means of reinforcing 
monopolistic control of supply, even the large corporate 
purchaser may be at a serious disadvantage in negotiations. 
The results of the pressures from sellers take the form of 
higher prices and contracts otherwise unfavorable to the 
buyer and, on occasion, the influencing of policies of the 

milk. See Burns, The Decline of Competition, pp. 156-65, 1695 and TNEC 
Monograph No. 21, pp. 120-21, 182-89, 208-14. 

“The reciprocal purchasing arrangements existing between the railroads 
and the producers of steel rails represent an example of mutually reacting 
pressures on two sets of large firms which sell to each other. (See Burns, 
The Decline of Competition , pp. 171-73.) Considerable customer pressure 
on the steel companies also has come from the automobile manufacturers. 

” In the consumers* goods industries, the body of unorganized small-scale 
customers is protected far more by the interacting pressures among competing 
sellers than by any positive direct action which they can take. 

“Exception should perhaps be made for firms—such as Swift, Armour, 
General Foods, National Dairy Products, and the large tobacco companies— 
whose chief purchases are made in agricultural markets in which the indi¬ 
vidual seller is economically very weak. However, agricultural products 
are to a significant degree being sold by co-operative groups, and, more 
important, agricultural interests are particularly effective in securing the 
help of government to strengthen their bargaining position. 
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buyer in which the sellers may be interested—for example, 
the buyer’s selling policies and his relations with his own 
competitors. 

Of course, even if the sellers do not have these sources of 
power at their disposal, there will still be strong pressure on 
the buying corporation to direct its purchases to one firm 
rather than another. This type of influence takes a number of 
forms—from price concessions, through all the sales promo¬ 
tion techniques that human ingenuity has devised, to more 
subtle arrangements such as interlocking directorates, inter¬ 
corporate ownership, and so on. 

THE LABOR GROUP 

The strength of the pressure exerted by labor on decision¬ 
making in the large corporation has increased greatly in recent 
years, particularly in the last decade. Of all the interest 
groups mentioned in Chapter VII, labor had for decades the 
greatest stake and the least voice in large-scale industry. 19 That 
situation has now changed significantly as the labor group 
has achieved the power that comes from organization and the 
support of government. 

Today, in many lines of industry, and even in the largest 
corporations, labor exerts an extremely strong pressure on 
management in the range of business decisions affecting 
wages, hours, and the conditions of employment. Through 
the collective bargaining machinery, labor participates to some 
extent in making the decisions which determine wages, hours, 
and working conditions. Final veto rests with management, 
but a strong union, protected by rights granted by legislation, 

19 Perhaps exception should be made for the group of ultimate consumers, 
of which the labor group makes up the greater part. The importance of 
labor’s stake is measured chiefly by (a) the fact that much the larger part 
of the national income takes the form of wages and salaries and (b) the 
fact that the risks which are borne by labor (primarily the risk of unem¬ 
ployment) are heavier than those borne by the other groups. It is freely 
granted that we cannot precisely evaluate in any objective fashion the risks 
borne by labor or any other group. In terms of human happiness and the 
impact on individual lives, however, it does not take a peculiar set of value 
judgments for one to conclude that the risk run by labor, merely from the 
possibility of unemployment, is much greater than that borne by the stock¬ 
holder, small or large. 
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frequently possesses sufficient power to force management to 
accept its terms. In any event, the collective strength of a 
strong union imposes a pressure on management that seriously 
circumscribes the latter’s freedom of action in wage and em¬ 
ployment issues, and administration of a collective bargaining 
contract brings union and management officials together for 
joint determination of numerous decisions at the operating 
level. 

It is not our purpose to discuss how far labor’s powers 
gained through collective bargaining and the written contract 
represent an “encroachment upon management;” nor is there 
any point in trying to define precisely the boundary beyond 
which labor’s participation in collective bargaining moves over 
from the exercise of an “influence” or pressure to an actual 
participation in the exercise of the decision-making func¬ 
tion. It may merely be said that the collective bargaining 
process does permit a strong union to some extent to share 
decision-making with management on a number of issues di¬ 
rectly affecting the workers’ welfare. 

Labor’s influence has been confined very largely to issues in 
which the worker is directly and immediately concerned— 
wages, hours, and the conditions of employment generally. 
On the whole, labor has displayed little desire to participate 
actively and generally in other phases of management. 20 And 
the idea of such worker participation has been anathema to 
management itself, which still strongly resists the idea of 
granting labor some share of responsibility in the general 
management of the business. There have been examples of 
labor-management co-operation in meeting production prob¬ 
lems, particularly since the First World War, 21 but such 
examples of labor participation in even routine decision-mak¬ 
ing have thus far been the exception rather than the rule. 
Recently, the idea of labor-management co-operation has been 
pushed vigorously by some labor leaders, particularly in the 

"See, for example, Sumner H. Slichter, Union Policies and Industrial 
Management (194.1), pp. 561-64. 

"See the same, Chaps. 17-18. 
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CIO j 22 and there is reason to believe that, as labor-manage¬ 
ment relations become stabilized after the war, the extent of 
such co-operation will increase. 28 

Some of labor’s participation in decision-making affects the 
very top levels of management. Important issues regarding 
wage scales or recognition of a union are likely to bring labor 
leaders together with the highest officials of a company, and 
the process may be repeated when contracts have to be re¬ 
newed. In some companies, union leaders may be called in 
frequently by one or more top officials when important labor 
issues are being decided. A large part of labor’s sharing in 
decision-making, however, involves only the lower levels of 
management—in the shop and factory rather than the execu¬ 
tive offices. While decisions made at this level may signifi¬ 
cantly affect a firm’s costs and volume of production, they 
are concerned essentially with day-to-day matters which come 
within the purview of the foreman or superintendent rather 
than the higher levels of management. 24 

On the whole, labor is more likely to be able to participate 
continuously in decision-making on labor matters at the lower 

” See, for example, M. L. Cooke and Philip Murray, Organized Labor 
and Production (1940), Chap. 175 C. S. Golden and H. J. Ruttenberg, 
The Dynamics of Industrial Democracy (1942), Chaps. 8-9. 

23 See Slichter, Union Policies and Industrial Management , pp. 564 ff. 
Labor-management co-operation during the present war may accelerate this 
tendency in the postwar period. For some discussion of labor-management 
co-operation on wartime production problems, see Clinton S. Golden, “Col¬ 
lective Bargaining and Accelerated Production,” and Wendell Lund, “Prob¬ 
lems of Labor Productivity in Wartime,” The Annals , Vol. 224 (November 
1942), pp. 96-103 and 110-16. 

* Even at these lower levels, labor participation in decision-making has 
been vigorously opposed by many executives, although labor’s role in such 
cases is in large part confined to offering suggestions and advice and does 
not entail the assumption of any final veto power by labor. The following 
statement by two advocates of labor-management co-operation is of interest 
in this connection. “In other words, someone has to 'run the business,’ to use 
a common American expression. As between unions and management, there 
is never any doubt as to where this responsibility should and actually does 
lie. Though labor organizations do not desire, and cannot be permitted if 
they should desire, to run the employer’s business, it is equally a mistake to 
assume that an employer has no need for aid from his employees in matters 
of management.” Cooke and Murray, Organized Labor and Production 
(Harper and Brothers), p. 8?. 
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than at the higher levels of management. Frequently, when 
labor questions are referred to top-management for decision, 
the labor group’s role shifts from taking part in decision¬ 
making to exerting pressure on the executives who will make 
the final decision. 

In fields other than wages and hours, working conditions, 
and production management in the narrow sense, labor has 
had practically no voice. Financial, marketing, public rela¬ 
tions, and similar types of policy—as well as over-all planning 
and co-ordination—have not been the object of much attention 
from even strong labor groups. In this respect, American 
labor is essentially conservative. It is content to leave general 
management in the hands of officers and directors, and to 
protect and further its own interests by concentrating on those 
measures more directly and obviously affecting labor income 
and the conditions of work. 

Labor’s impact upon business leadership is to be measured 
not merely by its direct influence on management but also by 
the power it wields as a political pressure group. Until very 
recently, labor found the pressure it was able to exert directly 
on management inadequate to achieve its ends. It therefore 
sought to increase its power in industry indirectly by influenc¬ 
ing the course of government regulation. In this effort, of 
course, it has had a very large measure of success. The power 
which the labor group now has in industry arises in large 
part out of the use to which labor first put its power as a 
pressure group in the political sphere. 

THE INFLUENCE OF PROFESSIONAL GROUPS 

In concluding these brief references to the interest groups 
not considered in detail in earlier chapters, mention must be 
made of one which continues to exert a subtle but nonetheless 
significant influence on business leaders. This group is made 
up of those supplying specialized technical services to the 
firm—lawyers, engineers, and accountants, for the most part. 25 

"Bankers, particularly investment bankers, supply services of this sort, 
also, but their role has been considered at length in the chapter on financial 
groups. 
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Of these professional groups (excluding bankers), lawyers 
are the most important in their influence upon business lead¬ 
ers, but the influence of accountants and engineers is also sig¬ 
nificant . 28 

The way in which business leadership is affected by these 
specialists differs from that which results from the relations 
of a firm to the other interest groups thus far considered. In 
discussing the influence of bankers, government, competitors, 
or customers, for example, we could speak of the “pressures” 
exerted by these groups as they sought to benefit from the 
decisions made by business leaders. The influence of a pro¬ 
fessional group, however, does not arise primarily out of 
deliberate pressure used to further its pecuniary or other 
interests, although this factor is frequently important . 27 The 

29 Except for specialists such as market analysts and the like, economists 
as a professional group have had surprisingly little influence on business¬ 
men. Many large firms have “economists” on their staffs, but the independent 
influence they exert as economists is likely to be slight. They may play a 
significant role in their capacities as technical experts in particular business 
fields—marketing, finance, perhaps statistics, and so forth—but “general” 
economists hired or consulted by business leaders are more likely to reflect 
the opinions of the business world than the reverse. However, the work of 
many specialized “business economists” has played a significant role in 
fostering research in marketing and similar problems, fields in which the 
rule of thumb persisted long after the industrial laboratory was common and 
even after “scientific management” had found its way into the factory. 
See, for example, National Resources Planning Board, Research — A Na¬ 
tional Resource , Pt. 3 , Business Research . 

” It is present more in the case of lawyers than in that of other pro¬ 
fessional groups. The scramble for remunerative connections, particularly 
in the case of reorganizations, by the more prominent firms specializing in 
corporation law is enough to make one wonder whether the “professional” 
attributes of the work of these firms are not open to as much question as 
the work of bankers, who also on occasion claim for themselves the status 
of professional practitioners. In this connection, note the following: “Cor¬ 
porate reorganization has long been regarded as one of the most lucrative 
fields of legal endeavor. ... In the aggregate, counsel fees frequently 
constitute the largest single item on the list of reorganization fees. The 
capacities in which attorneys may serve are numerous. ... It is not to be 
wondered, therefore, that these, among the richest stakes in reorganization, 
are eagerly sought and that the various legal positions are among the most 
valuable items of reorganization patronage. 

“But there are stakes in addition to direct compensation. Counsel for the 
company may be desirous of continuing as counsel for the new, or reorganized, 
company. The value of their professional reputations at times gives them an 
interest in protecting the management against the assertion of claims based 
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influence arises—we may almost say spontaneously—out of 
the professional advice and services which businessmen seek 
from these groups. It operates not only by shaping particular 
decisions of the businessman but also by coloring his outlook 
with respect to various types of problems. We have here, then, 
not a deliberate pressure but a subtle type of influence akin to 
indoctrination. Thus, the undeniable influence of the legal 
profession on business leadership arises chiefly out of the 
nature of the law itself and out of the infusion into the busi¬ 
nessman’s approach to his problems of legal procedures and 
the lawyer’s viewpoint. 

The influence of the legal profession on business leadership 
manifests itself primarily in three ways: (i) the role of law¬ 
yers in modifying the institutional (chiefly legal) framework 
within which business operates, (2) the absorption of a legal¬ 
istic approach into business through the extensive use of legal 
counsel, and (3) the presence of lawyers as officers and direc¬ 
tors of large firms. 

The role of the lawyer in modifying the legal framework 
within which business operates is both obvious and important. 


on fraud or mismanagement, for often the acts or omissions upon which such 
claims will be asserted had in the past received their express approval, or at 
least their countenance. The same observations are apt with respect to counsel 
for the bankers.... 

“The size of the lawyers* bill must frequently be astounding to secur¬ 
ity holders and others. This cannot be taken to mean that their com¬ 
pensation is always excessive. The importance of the role of lawyers in 
reorganization is difficult to overemphasize. . . . Nevertheless the vice of the 
situation remains despite persuasive arguments that particular jobs are 
well done. . . . Part of this unseemly tendency of the financial bar to 
demand huge fees may be due to the business cast of law practice of that 
kind. Part may be due to over-specialization in financial centers with large 
law offices composed of dozens of lawyers, a huge overhead, and consequent 
artificial standards of the worth of legal services. In other words, organiza¬ 
tion for the practice of law on the large scale of mass production has 
contributed to the alleged necessity of computing legal fees on an overhead 
rather than on a service basis. Part may be due to the fact that the practice 
of financial law has been to a great extent monopolized by relatively few 
firms. This has meant setting monopolistic prices on the legal services of the 
select financial bar. But whatever may have been the cause, the end result 
has been that more conservative and modest professional standards have 
been discarded.’* SEC, Refort on the Study and Investigation ... of Pro - 
teethe and Reorganization Committees , Pt. 1, pp. 866-68. 
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An outstanding example was the introduction of the holding 
company device into the New Jersey incorporation statute at 
the end of the iSSo’s. 28 This event ushered in the period 
of the modern holding company—with all the consequences 
for the exercise of business leadership which have followed 
from the use of this corporate device. While legal clarification 
of the status of the holding company may have been inevitable, 
the timing and form taken by this development owed much 
to the legal profession, particularly to one lawyer, James B. 
Dill. 29 

At about the same time, lawyers had adopted the device of 
the trust to the exigencies of the consolidation movement and 
thus facilitated the expansionist activities of such men as 
Rockefeller. The legal profession, working through the 
courts and legislators, has helped to frame the rules for 
corporate reorganization and liquidation. 30 The creation of 
the corporation itself as a legal fiction has made the exercise 
of business leadership on the modern scale possible—at the 
same time that it has enabled individual business leaders to 
avoid personal responsibility for some of the consequences 
of their leadership. Businessmen act within and are condi¬ 
tioned by a framework of law created by lawyers in their 
various capacities, as private practitioners, judges, and legisla¬ 
tors. 

Within this framework, the business leader leans heavily 
on the counsel of lawyers. His firm stands in a multitude of 
contractual relationships to the many parties with which it 
does business. He must tread his way through the maze of 
laws and administrative rulings which seek to define his 
obligations and responsibilities, and he is forced to rely ever 

w See J. C. Bonbright and G. C. Means, The Holding Company , p. 57. 

30 See the article on Dill in Dictionary of American Biography. 

80 For extended analysis of the law and procedures in reorganization, see 
SEC, Report on the Study and Investigation ... of Protective and Re¬ 
organization Committees (8 parts), of which Pt. 8 deals with the law 
pertaining to equity and bankruptcy reorganizations. A summary of the 
importance of the role of lawyers in carrying through reorganizations is 
given in Pt. 2, pp. 519 ff. In this connection, see W. O. Douglas, Democracy 
and Finance (1940), Chap. 19. 
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more heavily on the written word and the formal document 
as personal contacts and informal understandings become 
increasingly impossible. Knowing that in a business world 
so implemented by legally defined relationships, the ultimate 
arbiter of business disputes and conflicts is the black-robed 
judge (himself a lawyer and approachable only in the 
language of the law), the business leader must of necessity 
lean heavily on “the advice of counsel,” before, during, and 
after his acts of leadership. Naturally, lawyers do nothing to 
discourage this reliance on their profession. 

The lawyer, in acting as guide, is concerned with the 
question of legality in the formal sense. His advice emphasizes 
the extent to which contemplated action does or does not 
conform to formal standards set up by statute and judicial 
decision. The advisability of particular transactions is likely to 
be judged on the basis of whether or not they can be translated 
into a convincing brief for his client. His concern with 
economic or social and sometimes even business consequences 
is secondary. Hence, the tendency of executives and directors 
to rely upon the advice of counsel and of lawyers serving on 
the board in matters that have a business, economic, or social 
aspect means that they are likely to get advice which is 
legally impeccable but which may largely disregard the more 
important business and economic issues involved. 81 

81 Compare the following by Chief Justice Stone: “There is little to 
suggest that the Bar has yet recognized that it must bear some burden of 
responsibility for these evils [arising out of various corporate malpractices]. 
But when we know and face the facts we shall have to acknowledge that 
such departures from the fiduciary principle do not usually occur without 
the active assistance of some member of our profession, and that their 
increasing recurrence would have been impossible but for the complaisance 
of a Bar, too absorbed in the workaday care of private interests to take 
account of these events of profound import or to sound the warning that 
the profession looks askance upon these, as things that ‘are not done.’ 

“We must remember, nevertheless, that the very conditions which have 
caused specialization, which have drawn so heavily upon the technical 
proficiency of the Bar, have likewise placed it in a position where the 
possibilities of its influence are almost beyond calculation. The intricacies 
of business organization are built upon a legal framework which the current 
growth of administrative law is still further elaborating. Without the 
constant advice and guidance of lawyers business would come to an abrupt 
halt. And whatever standards of conduct in the performance of its function 
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The lawyer’s role is a positive as well as negative one. He 
not only protects the businessman against the legal conse¬ 
quences of his acts but clears new channels through the law 
for activities of the businessman for which there is no explicit 
legal precedent—but for many of which precedents may be 
created through reasoning by analogy before a sympathetic 
judge. The framing of corporation charters, the elaboration 
of the trustee device, and the use of dummy subsidiaries are 
a few of a multitude of possible illustrations. 

Perhaps nowhere is the lawyer’s work more important than 
in reorganizations. Although crucial business and financial 
problems are involved, lawyers frequently decide whether 
reorganization is desirable. “They may choose the method of 
reorganization and select the forum and determine the 
strategy to be employed.” In drafting plans of reorganization, 
they “determine mixed questions of law, banking, and 
business.” Though the profession is inclined to deprecate the 
importance of its functions in reorganizations, numerous cases 
show “that the lawyer reigns supreme in reorganizations; in 
fact, it is not an over-statement to characterize him as the 
mainspring of the system.” 32 

Lawyers, more than members of the other professional 
groups, are likely to serve on boards of directors and to become 
important officers of business firms. Not a few of the present 
chief executives of our largest corporations were originally 
lawyers, and came into their present positions either by 
promotion within the firm from the rank of general counsel 
or by being brought into the concern from law firms with 


the Bar consciously adopts must at once be reflected in the character of the 
world of business and finance. Given a measure of self-conscious and cohesive 
professional unity, the Bar may exert a power more beneficent and far- 
reaching than it or any other non-governmental group has wielded in the 
past.” Harlan F. Stone, “The Public Influence of the Bar,” Harvard Law 
Review , Vol. 48 (1934), pp. 9-10$ quoted in SEC, Refort on the Study and 
Investigation . . . of Protective and Reorganization Committees , Pt. 2, 
pp.^ 520-21.) 

a The quotations in this paragraph are from SEC, Refort on the Study 
and Investigation ... of Protective and Reorganization Committees , Pt. 2, 
pp. 521-22. 
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which the company had dealings. 88 Numerous lawyers sit 
on the boards of large corporations. Some of them are 
officers heading the legal departments of the companies $ 
some are on the board in their capacities as representatives of 
outside law firms serving as counsel 5 still others serve because 
their legal work makes them suitable as representatives of 
other interests, especially of estates and trusts representing 
large stockholdings. Whatever the original reason for their 
selection as directors, they bring to the board their legal 
training and point of view. 

A chief executive with a legal background is likely to 
concern himself largely with matters of finance, organization, 
public relations, and relations with government. Responsibility 
for operations tends to be delegated. He is apt to be conserva¬ 
tive in making price changes, and “order in the industry” 
is likely to be more appealing than aggressive price competi¬ 
tion. The lawyer chief-executive may well be interested in 
the broader type of business strategy, and he is likely to be 
thoroughly at home in negotiations involving acquisitions, 
mergers, and reorganizations. 

There is a select and narrow group of law firms, chiefly 
in New York, whose long and formidable names are known 
to some extent even in Main Street. Employment with these 
firms, at least until the attractions of government work 
acquired a new appeal after 1933, was the goal of the brighter 
graduates of the leading eastern law schools. These firms are 
closely linked with, and are really a part of, the financial 
community. 84 They serve the banks and larger corporations 
and not infrequently sit on the boards of the latter. They are 
particularly active in mergers and reorganizations 5 they do 

“The list of recent or present presidents or board chairmen in large 
corporations whose careers began in the law is a long one. Included in such 
a list would be Taylor and Olds (as well as Gary in an earlier period) of 
United States Steel, Chester of General Foods, Babst and Abbott of Ameri¬ 
can Sugar Refining, Kelley of Anaconda, Hardy of American Car and 
Foundry, Willkie of Commonwealth and Southern, McCarter of Public 
Service of New Jersey, Bledsoe of the Atchison, Topeka, and Santa Fe, 
and Scandrett of the Chicago, Milwaukee, St. Paul, and Pacific. 

“ See the latter part of die footnote on p. 260, above. 
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the legal work involved in the issuance of new securities; 
they represent various of the large firms in their dealings 
with government agencies. Their influence goes far beyond 
the giving of advice on legal matters. Their advice is sought 
in many cases on financial and other business problems; they 
help to determine the terms of reorganization of weak firms; 
they have been known to assist in the choice of a new chief 
executive. 85 In these and other ways, the leading partners 
in these firms exert an influence of major importance upon 
the conduct of business leadership in our largest corporations. 

The important role of the accounting profession is familiar 
to both economists and businessmen, although the extent of 
the accountant’s influence on business thinking and business 
behavior is sometimes not fully appreciated. The accountant, 
for example, plays an important role in price determination, 
chiefly through the formulation of cost-accounting procedures. 
The great virtue of these procedures is not that they reveal 
what unit costs really are (in most cases an impossiblity by 
the very nature of the case) but that they provide plausible 
estimates which can be better used to justify prices charged 
than estimates based on less precise procedures. The emphasis 
placed by businessmen on covering total unit costs and the 
methods used by firms in computing these costs are indications 
of the accountant’s influence. In valuation, depreciation 
accounting, dividend distribution, and other matters the 
accountant’s influence reveals itself also. The effects on the 
decisions which businessmen reach are by no means inconsider¬ 
able. 

Engineers also have exercised a strong and enduring in¬ 
fluence on corporate management. The magnificent physical 
equipment which large-scale industry has at its command 
owes much of its recent development to the engineering 

85 One prominent New York law firm was very active in bringing to the 
attention of the bankers in charge of the Chicago, Milwaukee, and St. Paul 
reorganization of 1925-28 a candidate for the presidency of the reorganized 
company. This candidate was selected by the bankers. See Committee on 
Interstate Commerce, Investigation of Railroads , Holding Companies, and 
Affiliated Companies , S. Rept. 25, Pt. 21, 76 Cong. 3 sess., pp. 7-10. 
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profession. The engineer and the production management 
expert have also brought into the factory principles of 
scientific analysis and precise planning. “Scientific manage¬ 
ment” in some form has supplanted the rule of thumb in 
the shops and factories of large-scale industry, and the 
standards of research and planning applied first at the work¬ 
bench have spread to the office and sales room. In addition, 
the leading engineering firms of the country have the ear 
of the top officials of large-scale business; they play an im¬ 
portant role frequently in valuation cases, reorganizations, and 
the like; and they team with important legal and accounting 
firms in advising companies and their bankers in the issuance 
of new securities. The leading officials of such engineering 
firms can be found on the boards of directors of some promi¬ 
nent concerns, and an occasional one becomes an important 
executive in a company which he or his firm has been serving 
on a consulting basis. 

Other professions, in addition to lawyers, engineers, and 
accountants, have left their impress on the thinking of business 
leaders and on the techniques which they utilize. We have 
already referred to market analysts and to technicians in the 
field of “business economics.” Additional, though perhaps less 
important examples, could also be cited, but our purpose has 
been to indicate the source and general nature of this type of 
influence on the business leader, not to catalogue the entire 
list of professions with which he comes into contact. 

INTEREST GROUPS AND BUSINESS LEADERSHIP 

Obviously, it is impossible to evaluate or measure precisely 
the influence exerted by each of the interest groups that have 
been discussed. The pressures are not always easy to locate; 
they take numerous forms; and they differ widely among 
firms. Certain general tendencies over the last several decades, 
however, do stand out. The influence of stockholders and 
bankers has declined; that of government has greatly in¬ 
creased. Within the sphere in which it chooses to be interested, 
the influence of the labor group has greatly increased also. 
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It is clear that business leadership does not operate in an 
institutional vacuum. It is a far cry from the complexities 
of reality to assume that, in the large corporation, business 
leadership is a clearly defined indivisible function being 
exercised by a single individual or by a compact group. It is 
equally unreal to assume that business leadership is nothing 
more than a clearly defined channel through which the im¬ 
personal market forces of demand and supply work out their 
preordained results. Business leaders themselves are not 
automatons, and they operate in an arena in which economic 
and political forces are intermingled. 

An analysis of the ways in which interest groups impinge 
upon the activities of business leaders, as well as a study of 
the internal organization created for the exercise of the 
leadership function, is necessary to understand how and why 
business leaders act as they do. The powers of some of these 
interest groups are weak, those of others, strong. These 
relative strengths and weaknesses vary with time and the 
changing institutional setting. As they vary, the environ¬ 
ment within which the business leader operates and the 
stimuli to which he must react change also. The power of 
these groups is of great political as well as economic signifi¬ 
cance, for they exert pressures upon government as well as 
on business firms. Their importance, even in the economic 
sphere, goes beyond a mere study of business leadership. After 
all, the changing nature, strength, and activities of these 
interest groups represent the evolving framework of our 
economic system. 
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CHAPTER XII 


FINANCIAL INCENTIVES TO BUSINESS 
LEADERSHIP: THE COMPENSATION 
OF EXECUTIVES 

We have studied business leadership thus far primarily in 
terms of the organizational framework within which it has to 
operate in the large corporation. This framework determines 
who shall exercise the various parts of the leadership function 
and the nature of the major pressures reacting upon the de¬ 
cision-makers. 

The manner in which business leadership is exercised, how¬ 
ever, depends as much on the incentives at work as on the 
organizational setup. In particular, the extent to which the 
interests of individual groups, the welfare of the community 
as a whole, or the ends of public policy are furthered by 
business leaders depends in good part upon the incentives 
which the economic system provides. 

The basic justification of a system of laissez faire was that 
the spur of profit to owner-managers of small enterprises 
operating in a perfectly competitive system supposedly en¬ 
sured that private leadership, in seeking personal gain, would 
enhance the economic welfare of the community as a whole. 
Our economic system is far from being completely competitive, 
however, and the dominant type of enterprise is not the 
very small firm led by an owner-manager. As the organization 
for leadership has evolved into that which has been described 
in the earlier chapters, changes have taken place in the nature 
of the rewards available to business leaders. What are the 
incentives to which large-scale business leadership now reacts, 
and what effects do they have on the manner in which 
decisions are made in the large corporation? 

THE NATURE OF INCENTIVES TO THE EXECUTIVE GROUP 

The analysis of the earlier chapters points to the executive 
group as the one primarily responsible for leadership. We 
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shall therefore concern ourselves with the nature of the in¬ 
centives, available to the leading executives in the large 
corporation, in which those responsible for active leadership 
are not the principal owners of the business. Where owner¬ 
ship, “ultimate control,” 1 and management are combined in 
the same group of persons, the incentives to business leader¬ 
ship are not substantially diiferent from what they are in the 
private proprietorship. The interesting questions arise when 
substantial (though not necessarily complete) separation 
between ownership and leadership has taken place. 2 

The rewards available to the executive group are of two 
broad types: financial and non-financial. In the present 
chapter we shall be concerned only with financial incentives. 
The non-financial ones—which include such intangibles as 
the opportunities provided for satisfying the desires for 
prestige and power and the creative urge—are more in the 
domain of the psychologist than that of the economist j but 
a brief evaluation of their importance will be attempted in 
Chapter XIII. 

The major financial incentives are of several kinds: (i) 
salary and bonus, (2) dividends and appreciation in principal 
from stock owned (and, to a minor extent, income from 
bonds), and (3) what, for lack of better term, we may call 
“gains of position.” This third type takes many forms—for 
example, trading in the firm’s securities on the basis of “inside 
information,” directing the firm’s purchases to a company in 
which an executive has a personal interest, and so on. This 
sort of inducement played an important role before the 
securities and public utility legislation of 1934-35, and these 
gains of position, though of lessened importance, undoubtedly 
exist in various guises today. 8 Not all such incentives are 

1 “Ultimate control” is defined on p. 188, above. 

*The stockholdings of officers and principal stockholders were studied 
in Chap. 2. The value of and income contributed by management’s stock¬ 
holdings in the large corporation are investigated further in the next 
chapter. 

*The provisions of the Securities Exchange Act of 1934 which, in effect, 
prohibit an insider from selling the stock of his company at a profit within 
six months of the time of purchase have had the effect of eliminating a 
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beyond the pale of the law, although most are frowned upon 
by public opinion. Unfortunately, statistical evidence on the 
prevalence of gains of this type is relatively scarce. Our 
chief information concerns the more extreme cases that are 
uncovered by government investigations or that are eventually 
brought before the courts or the SEC. 4 We shall therefore 
confine our analysis to the first two of the financial incentives 
mentioned: salary and bonus and the gains from stock 
ownership. 6 

TOTAL COMPENSATION OF LEADING EXECUTIVES 

The two main types of compensation received by the cor¬ 
poration executive are the straight salary and the bonus. The 
former is a contractual payment of predetermined amount 
which is independent of short-period fluctuations in the 
company’s earnings. The latter type of payment is not fixed 
in advance but is geared to the income of the firm. 

The table on page 275 provides some of the basic material 
for a study of the total salary and bonus received by the 

former fruitful source of additional income to many officers and directors. 
(See sec. 16 of the act.) Other anti-manipulative provisions in this act (for 
example in sec. 9), as well as compulsory reporting of management stock¬ 
holdings to the SEC, have had a similar effect. For examples of the type of 
stock manipulation aimed at in the act, see the Senate report on Stock 
Exchange Practices . Report of the Committee on Banking and Currency, 
S. Rept. 1455, 73 Cong. 2 sess. 

For summaries of actions recently taken by the SEC against company 
officials, see the releases and annual reports of the Commission. These cover, 
however, only the types of practices prohibited by the acts administered by 
the Commission. See also the Commission’s special report on the famous 
McKesson and Robbins affair ( United States of America before the Securi¬ 
ties and Exchange Commission in the Matter of McKesson & Robbins y Inc.: 
Report on Investigation ). 

4 For examples of such gains of position by corporate managements dur¬ 
ing the twenties and early thirties, see Stock Exchange Practices , Report of 
the Committee on Banking and Currency, S. Rept. 1455, 73 Cong. 2 sess., 
especially pp. 55-685 see also the numerous volumes of hearings before this 
committee bearing the same title. Perhaps the best known examples in recent 
years are those which occurred in McKesson and Robbins (see the report 
by the SEC cited in the preceding footnote) and in Associated Gas and 
Electric. 

s Strictly, we should include also income from bonds and other fixed 
claims. However, these leading executives hold almost no bonds of their 
concerns, and consideration of management holdings of fixed income securi¬ 
ties may therefore be safely omitted. 
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leading executives in a broad group of very large corpora¬ 
tions. 6 The data refer to the year 1935. The companies studied 
are those of the 200 largest non-financial firms (in 1929) for 
which the pertinent data were available for 193 5/ The 
leading executives chosen for study, in this group of 149 
very large corporations, were the chairman of the board (if 
any), the president, and any other executives receiving com¬ 
pensation comparable to that of these two or known to have 
comparable responsibility and power. This method of selection 
leads to the inclusion of the most important one or two 
executives in each of the companies. In a few cases more than 
two officers are included. 

The sample studied covers 264 executives in 149 companies, 
or somewhat less than two executives, on the average, per 
company. The data on compensation, applying to the year 
1935, are based on reports filed with the SEC. 8 Salary and 
bonus have been lumped together. 8 At a later point, the 

* The following several pages are based on part of an article, “Ownership 
and Compensation as Incentives to Corporation Executives,” published by 
the author in the Quarterly Journal of Economics , Vol. 54 (1940), pp. 
455 

1 A study of management ownership in the same group of companies was 
referred to in Chap. 2. (See p. 24, above.) In the analysis of management 
ownership, 155 companies were studied. In the present study of executive 
compensation, six additional companies were dropped because of the lack 
of necessary data. 

*The executive compensation data were taken from the original reports 
filed with the Commission. I am deeply indebted to Dean John C. Baker of 
Harvard University, who made available to me his file of photostatic copies 
of these original reports for many of the men included in the present study. 
Reports on Form 10-K, for industrials and most public utilities, and on 
Form 12-K, for railroad and communications companies, were those con¬ 
taining the desired data. 

Companies reporting on Form 10-K need list individually only the three 
highest salaries. In practically all cases this provided enough information. 
Form 10 (in most cases applying to 1934) listed salaries to all executives} 
and this was used as a check, in order to make sure that no executives who 
should have been included according to our criteria, but who did not 
receive one of the three highest salaries, were omitted. This led to the 
inclusion of additional men in two companies, and their salaries were 
estimated on the basis of the latest data available. In case of firms filing on 
Form 12-K, this problem did not arise. 

*The salary and bonus data refer to dollar compensation; warrants or 
options to purchase stock, the value of which is indeterminate until they 
are exercised, are not included. 
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relative importance of each of these two types of compensation 
will be indicated. 

One of the most striking facts revealed by the table on 
this page is the contrast between the total compensation of 
leading executives in the industrial companies and the com¬ 
pensation of the chief officers in the railroad and utility fields. 
The median salary and bonus of the industrial executives, 


Distribution of 264 Executives According to Salary and Bonus 
Received, by Industrial Classes, 1935* 


Total Salary 
and Bonus 1 * 
(Unit: $1,000) 

Number of Executives 

Industrials 

Public 

Utilities 

Railroads 

Total 

0- 12.5. 

3 

1 

5 

9 

12 . 5 - 37.5 . 

14 

12 

19 

45 

37.5- 62.5. 

38 

25 

24 

87 

62.5- 87.5. 

35 

9 

3 

47 

87.5-112.5. 

41 

3 

— 

44 

112.5-137.5. 

11 

— 

— 

11 

137.5-162.5. 

5 

1 

— 

6 

162.5-187.5. 

5 

— 

— 

5 

187.5-212.5. 

3 

1 

— 

4 

212.5-237.5. 

1 

— 

— 

1 

237.5-262.5. 

1 

— 

— 

1 

262.5-287.5. 

— 

— 

— 

0 

287.5-312.5. 

— 

— 

— 

0 

312.5-337.5. 

2 

— 

— 

2 

337.5-362.5. 

— 

— 

— 

0 

362.5-387.5. 

2 

— 

— 

2 

Total executives.... 

Median® 

(Unit: $1,000). 

161 

52 

51 

264 

79.2 

48.6 

40.6 

61.2 


• This table appeared originally in an article by the author in the Quarterly 
Journal of Economics , Vol. 54 (1940), p. 464. 
b Lower limit of class interval inclusive. 

0 Medians are based on the original arrays. 


$79,200, was nearly twice that of the railroad officers and near¬ 
ly two thirds more than that received by the leading executives 
of the public utility companies. 10 No railroad executive in our 

10 The contrast is less marked, although still pronounced, if these salaries 
are taken after deduction of income taxes. At present wartime tax rates, 
income taxes take a very large share of high salaries. For an interesting 
table showing the taxes payable on different salaries at the tax rates pre¬ 
vailing in 1929 and 1940 and approved by the House Ways and Means 
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sample of large companies received a salary of as much as 
$100,000 per year, and only a few utility officers fell in this 
select circle. 11 However, 71 out of 161 industrial executives, 
44 per cent, received more than $87,500$ and nearly 20 per 
cent received more than $112,500. 

In the railroad field, the range of total compensation is fair¬ 
ly narrow. The compensation of nearly half of the railroad 
executives fell in the single class interval $37,500—$62,500. 
A similarly narrow range is found in the public utility field. 
Among executives in industrial companies, however, the dis¬ 
persion in compensation is greater. 12 

Although the subject cannot be pursued here at any length, 
several suggestions may be offered to account for the varia¬ 
tions in compensation revealed in the table on page 275. 13 
Part, but only part, of the explanation lies in differences in 
ability. The more able executives can be expected to command 
higher salaries. 14 Further, even “top” executive ability is to 

Committee in 1942, see John C. Baker, “Limiting Executive Salaries in 
Wartime,” Harvard Business Review, Vol. 21 (1942), p. 56. 

“More recently, however, at least one railroad president has received 
a salary of $100,000 per year. 

“The semi-interquartile ranges were, in thousands of dollars: rails, 155 
utilities, 14} industrials, 27. However, the relative dispersion (measured 
by the interquartile coefficient) was slightly greater for the rails than for 
the industrials. That is, the dispersion in railroad compensation, though 
much smaller in dollars than that in industrial compensation, represents a 
larger percentage of the typical or median compensation, 
should be remembered that this table refers only to the one or two 
highest-paid executives in the companies covered. The relation between this 
highest bracket of compensation and the earnings of the other executives is 
indicated on p. 280. 

a4 To some extent) also, the higher types of ability tend to flow toward 
those fields in which the opportunities for the exercise of able and aggres¬ 
sive leadership are greatest. The difficulties confronting the railroad in¬ 
dustry, the relatively routine nature of the management problems among 
established operating utility companies, and the amount of government 
regulation in both- fields would tend to limit the opportunities for aggres¬ 
sive leadership of the abler sort and to make it difficult for companies in 
these fields to justify the payment of high salaries. There is no way of 
proving that the general level of ability is consequently lower in these two 
fields, although a strong case can be made that the leadership evidenced at 
least in the railroad field suffers by comparison with that found among 
industrial corporations. (See Fortune, April 1938, pp. 156, 158.) Non¬ 
economic factors, particularly loyalty, tradition, and a desire for security, 
have kept some able men in the railroad industry at relatively low salaries. 


di^tly 




FINANCIAL INCENTIVES: COMPENSATION 


»77 


some extent made up of specialized faculties—a flair for sell¬ 
ing, a genius for organization or financial management, and 
so on. 15 The general market for executive ability thus tends 
to break down into submarkets, between which only a limited 
movement can take place to equalize rates of pay. 

Perhaps more important is the fact that only in a re¬ 
stricted sense can a market for executive ability be said to 
exist at all. Buyers and sellers are not independent. The chief 
executive is in a sense his own employer. Within broad limits 
he frequently sets his own compensation. Even if the board 
of directors or a minority stockholding group is active and 
powerful, the chief executive’s salary may continue to be 
considerably larger than that commanded by men of seem¬ 
ingly comparable ability in companies of similar size and 
profitability. In those cases in which the board or some other 
group is responsible for fixing the executive’s compensation, 
the close relations likely to exist between the executive and the 
board or other groups militate against an outsider’s under¬ 
bidding a relatively highly paid executive. Important also is 
the fact that precise determination of a top executive’s worth 
to his company is impossible. The activities of the chief execu¬ 
tive affect all aspects of the company’s operations, and the 
results of his good or bad management are inextricably inter¬ 
woven with all the other factors which enhance or lower the 
firm’s net income. 16 


while the inbreeding 1 and seniority practices, worship of tradition, and 
narrow vision generally found in the industry militate against the entry of 
leadership ability from outside the railroad field. 

“Some leading executives to whom the writer has talked maintain that 
the chief executive must have a highly generalized sort of ability which 
can be used in any company and any industry. This does not seem to be 
wholly true. An individual with a particular combination of abilities may 
be very successful in one type of business and only moderately successful in 
another. Experience and trailing also tend to specialize leadership somewhat. 

“Top management represents, in the economist’s language, a relatively 
“indivisible” factor of production. We cannot continuously add in a particular 
company more and more managers or more and more hours of decision¬ 
making by one executive and thereby measure the difference in the effects 
on the company’s profits of adding or taking away one small unit—as we 
can to some extent with a homogeneous labor force or with money capital. 
The economist’s marginal analysis is thus inapplicable. 
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Nor can we ignore the fact that money compensation is only 
one of the incentives which attract the executive. Power, pres¬ 
tige, desire for security, an urge for creative work, and group 
loyalty are al] motives. A large company can offer in the 
power and prestige that go with a position of authority a very 
important substitute for a high salary. If a man has been long 
associated with a particular firm, loyalty and a feeling of 
security may hold him in one company even if a higher in¬ 
come is available elsewhere. 17 These non-pecuniary motives 
will be discussed further in the next chapter. Taken alone, 
they are sufficient to account for substantial differences in the 
compensation of executives of approximately comparable 
ability. 18 

Other considerations thus far not mentioned also help to 
explain the differences in compensation among executives of 
similar ability. Differences in the size of companies undoubted¬ 
ly constitute a factor. Another is the fact that an executive’s 
compensation is not necessarily synchronized with the profits 
which result from his work. A chief executive approaching re¬ 
tirement may be receiving a salary which is primarily for work 
done in earlier years. 19 A young executive may be building for 

1T Policies of internal promotion from within the ranks accentuate this 
tendency. Such internal promotion shuts off the competition of executives 
in other companies who might be secured at lower salaries than a particular 
company is currently paying, while long association with and attachment 
to one firm may lead executives to remain with a company at lower salaries 
than they could receive elsewhere. Long association with a particular com¬ 
pany also gives an executive a feeling of security which would be lost if 
he transferred his allegiance to another firm. The tendency of even “hired 
managers,” especially chief executives, to identify themselves with their 
companies makes some men practically unavailable to other firms. A man 
who has spent most of his business life building up and “nursing” one 
concern may be unwilling even to consider a position elsewhere. 

“An interesting recent illustration concerns Roy B. White, who resigned 
as president of Western Union Telegraph to succeed Daniel Willard as presi¬ 
dent of the Baltimore and Ohio Railroad. Mr. White accepted a reduction 
in salary in making the transfer. He had previously spent more than twenty 
years with the B. and O., and his attachment to the railroad field and to 
this company was apparently still strong. Further, he was succeeding a man 
whose prestige in die railroad and business world was very great. These 
factors were apparently adequate compensation for the decline in income. 
See New York Times , May i, 1941. 

* This is, for example, probably a partial explanation of the high salary 
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the future, but current low profits may force him to accept 
a small salary for the time being. 

All of these considerations add up to the fact that, even 
in the “strictly business” atmosphere at the top of the manage¬ 
ment ladder, executive ability operates in an imperfect market 
in which personal and non-economic considerations play an 
important role in determining what an executive earns. 

The compensation data cited on page 275 tell us almost 
nothing about the adequacy of this incentive as a spur to ef¬ 
fective leadership. This much, however, is clear. Even after 
allowing for the heavy income taxes paid by leading execu¬ 
tives, their compensation is considerably greater than that 
which would be available to them in any other vocation. 20 The 
only alternative conceivably holding out the prospect of a 
higher financial reward is ownership of a business of their own. 
But such a business would have to be both large and very 
profitable to yield a total income (salary and profit) in excess 
of what these men can now secure from their salary and bonus 
and from investing such accumulated wealth as they have in 
existing securities. There is little indication of much of a 
movement out of top executive positions into ownership and 
management of smaller, privately-owned business. Compensa¬ 
tion seems to be adequate to retain these men in executive posi¬ 
tions. It is large enough, also, to appeal to executives in the 
lower ranks and to make them strive to reach higher positions. 

It is very doubtful whether a higher level of executive com¬ 
pensation would bring forth a much larger supply of execu¬ 
tive ability by diverting men from other fields—the profes¬ 
sions or government, for example. 21 These other fields hold 


received by Charles Schwab in his last years as chairman of the board of 
Bethlehem Steel. 

*°This is true not only of presidents and board chairmen but also of 
most lower ranking executives. See, for example, the figures on compensa¬ 
tion of executives below the very top rank on p. 280, below. On the allow¬ 
ance to be made for the tax factor, see the article by Baker cited in note 10, 
above. 

” Assuming, of course, that men potentially capable of becoming success¬ 
ful corporation executives are included among those who choose non-business 
vocations. 
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considerable non-financial attractions, particularly for the more 
able men who enter them. As long as financial rewards are 
considered adequate in terms of a better than average standard 
of living, men entering the professions and public service are 
apt to discount heavily the still higher financial rewards avail¬ 
able in business.** Further, once men are trained in non¬ 
business fields, it is frequently difficult for them to change 
occupations and to move from the professions into business. 
Such diversion as occurs must take place chiefly among the 
younger men beginning their careers. This is not so true of the 
law. Much of the work of lawyers involves business deal¬ 
ings and an understanding of business problems, and many 
leading corporation executives have had their earlier training 
in the law. 2 * 

The following data, taken from John C. Baker’s authori¬ 
tative study of executive compensation, 24 give us some idea of 
the relations existing between the compensation of the upper¬ 
most stratum of the executive hierarchy and that of the re¬ 
maining executives. The figures present the typical (median) 
compensation for various ranks of executives in 44 very large 
industrial corporations in 1936. 


Ranking of Executives in Median 

Individual Companies Compensation 

Highest paid executive.$ 93,000 

Second highest paid executive. 64,000 

Third highest paid executive. 50,000 

All other executives (averaged) . 24 , 000 * 

Total executives (averaged) . 35 , 000 * 


* However, some tendency for public officials in Washington to take 
more lucrative positions with private business has been evident in recent years 
(at least, before America’s entry into the Second World War). 

* See pp. 263-64, above. 

* John C. Baker, Executive Salaries and Bonus Plans (1938), p. 181. I 
have taken the liberty to borrow freely from Dean Baker’s study in this and 
the following sections of the present chapter. Use of Dean Baker’s valuable 
work, both in the book cited and in various articles, has obviated the need 
for much laborious statistical work which the present study of financial 
incentives would otherwise have made necessary. Thanks are due both to 
Dean Baker and to McGraw-Hill Book Company, Inc., for their generosity 
in permitting the liberal reproduction of figures from the former’s book. 

* Because of imperfections in the data, Baker warns that these two 
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The highest paid executive typically received, in these 44 
companies, nearly 50 per cent more than the next highest 
paid. Excluding the three highest paid executives, the aver¬ 
age executive compensation in the median company was 
$24,000 per year, a not inconsiderable figure, although it is 


Executive Compensation in 51 Large Industrial Corporations 
Compared with Certain Other Series, 1928-36* 

(1929=* 100) 


Year 

51 Large Industrial 
Corporations 

25 Manufacturing 
Industries 

Executive 

Compensation 

Balance 

Avail¬ 

able 

for 

Dividends 

Dividends 

Paid 

Factory 

Payrolls 

Average 

Weekly 

Earnings 

per 

Wage 

Earner 

Total 

Three 

Highest 

Paid 

Execu¬ 

tives 

1928. 

91 

93 

83 

77 

90 

97 

1929. 

100 



100 


100 


100 


51 

106 

77 

91 

1931. 

85 

89 

5 

77 

56 

79 

1932. 

70 

71 


32 

36 

60 

1933. 

_b 

_b 

17 

12 

41 

62 

19.34. 

72 

63 

34 

42 

54 

71 

1935. 

75 

63 

51 

54 

64 

78 

1936. 

78 

73 

71 

81 

77 

86 


* The first, third, and fourth columns are taken from John C. Baker, Execu¬ 
tive Salaries and Bonus Plans, p. 178 . The second column is from Baker, 
“Executive Compensation Payments by Large and Small Industrial Com¬ 
panies,” Quarterly Journal of Economics , Vol. 53 (i 939 )>p. 410 . The last 
two columns are from an article by the same writer, “Fluctuation in Executive 
Compensation of Selected Companies, 1928 - 36 ,” Review of Economic Sta¬ 
tistics, Vol. 20 ( 1938 ), p. 72 . The figures in the first four columns are 
medians of relatives for the various companies. 
b Data not available. 
c Deficit. 

little more than a quarter of the median figure received by 
the highest paid executive. The men whose compensation is 
included in this average would be chiefly the functional vice 
presidents, secretary, treasurer, and perhaps the general coun¬ 
sel. These figures apply only to a selected list of very large 
industrial companies. The level of compensation would be 

averages “are to be considered merely suggestive.” Executive Salaries and 
Bonus Plans, p. 181. 
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considerably lower in the railroad and public utility fields, but 
it is unlikely that the relative differences in the compensation 
of the various ranks of executives in these fields would differ 
much from that shown here. 

Stability of compensation may be an important factor in 
determining the strength of the attraction which financial re¬ 
wards hold for men in executive positions. Available data sug¬ 
gest that executive compensation tends to be relatively stable 
over the cycle, and the volume of executive employment is 
even more stable. The table on page 281 compares the fluctua¬ 
tion in total executive compensation in 51 large industrial com¬ 
panies during the period 1928-36 with the fluctuations in cer¬ 
tain other variables. 28 

The earnings of executives cannot be said to have fluctuated 
widely during the great depression. 27 Although net income 
available for dividends in these 51 large corporations had 
disappeared by 1932, total executive compensation in the 
median company in that year was still 70 per cent of the peak 
figure of 1929-30. Payments to officers did not decline between 
1929 and 1930, although net income was cut in half. Divi¬ 
dends fluctuated less widely than net income but dropped to 
far lower levels during the depression than did the amounts 
paid to executives. Factory payrolls also fell faster and further 
than did total executive payments or the compensation of 
the three highest paid officers. Average weekly earnings of 
wage earners fell somewhat more than payments to executives 

** The sample of large industrial corporations was compiled by Baker and 
includes those industrials in Berle and Means’ list of the 200 largest corpora¬ 
tions in 1929 for which most of the necessary data on executive compensa¬ 
tion were available. The maximum number studied by Baker was 59, but 
a smaller number was frequently used when particular data needed for 
certain computations were not available for all 59 companies. These 59 
corporations are a reasonably representative sample of the giant industrial 
companies in which we are primarily interested. It should be noted, however, 
that no rails or public utilities are included. 

” No data are available on the compensation paid to the executives of 
large companies before 1928. The data on executive compensation for all 
corporations are analyzed in S. H. Nerlove, A Decade of Corf orate Incomes , 
1920 to 1929 (1931), Studies in Business Administration of the Univer¬ 
sity of Chicago School of Commerce and Administration, Vol. 2, No. 4, 
Chap. 8. See particularly the table on p. 47 of that volume. 
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but by 1936 were higher, relative to their peak in 1929, than 
was executive compensation, either of all officers or of the 
three highest paid. 28 

Executive employment in these firms was phenomenally 
stable during the years 1928-36. The 51 companies reported 
696 executives in 1929 and exactly the same number in 1932. 
The median number of executives per company in this sample 
of large corporations was 13 in 1929 and varied only from 12 
to 13 throughout the period 1929-36. 29 

The financial incentives offered by the large corporation to 
its executives seem to meet the criterion of stability extremely 
well. 80 Executives have been able to look forward to security 
of employment, and their earnings have fluctuated far less 
than the income of their companies or the dividends received 
by their stockholders. They have also enjoyed greater se¬ 
curity, particularly in terms of employment but also of income, 
than have the great mass of industrial workers. 

There is reason to believe that among many corporation 
executives the desire for security is an important motive. Very 
probably, it is stronger among the leading executives of large 
and mature concerns than it was among an earlier generation 
of “big” businessmen who relied more heavily on the gains 


28 For further analysis of the variability in executive compensation, see 
John C. Baker, “Fluctuation in Executive Compensation of Selected Com¬ 
panies, 1928-36,” Review of Economic Statistics, Vol. 20 (1938), pp. 65-75. 

29 See Baker, Executive Salaries and Bonus Plans, p. 162. The stability of 
executive employment here evidenced was not peculiar to these large firms. 
A broader sample of 100 large and small industrial corporations shows a 
similar stability of employment between 1929 and 1932. The same, p. 14. 

"We have dealt only with executives of industrial companies. Analysis 
of executive compensation among the rails and utilities would undoubtedly 
show equal or greater stability. In both fields the bonus method of payment 
is rare. Among operating utilities, executive compensation was almost 
certainly more stable. As for the rails, there was a downward tendency in 
employment among general officials in the early thirties, but this was 
apparently chiefly in the ranks of minor officials, who are not ordinarily 
classed as executives but who are included in the ICC summary tabulations 
of salaries. At that, the decline in total compensation (which reflects the 
decline in employment) was not extreme, while the decline in average 
salary was very modest. See ICC, Bureau of Statistics, Salaries of Class / 
Steam Railway Officials Who Received Compensation of $10,000 or More 
Annually in . . . 1935 (mimeographed report, February 1937), pp. 42-43. 
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of ownership for their income. The strength of the desire for 
security can never be measured with any precision, and we can 
do no more than guess how much stronger it may have be¬ 
come because of the changes which have taken place in the 
character and background of our business leaders. It is clear 
that the large corporation can offer its executives a generous 
and relatively stable compensation and security of tenure. 
Further evidence in this and the following chapter suggests 
that in other ways also the incentives provided by the large 
corporation are likely to appeal more strongly to the desire 
for security among executives than to the more venturesome 
traits on which the spirit of enterprise is supposedly based. 

In many industrial companies executive payments have 
increased substantially since America’s war production pro¬ 
gram got under way in 1940. A sample study by the SEC of 
121 large and small companies engaged in war work revealed 
an increase in average compensation paid between 1940 and 
1942 of about 20 per cent. 31 The increases in some companies 
were far more than this. Personal income taxes during the war 
have been, of course, considerably greater than during the thir¬ 
ties, and many salary increases after 1940 were intended to 
offset the higher wartime tax rates. 

THE PREVALENCE OF BONUS PAYMENTS 

To evaluate the financial incentives available to manage¬ 
ment, we must know not merely the amount of total compen¬ 
sation but also how much consists of a relatively fixed salary 
and what part takes the form of bonus payments varying di¬ 
rectly and immediately with earnings. 32 Evidence already 

” New York Times , Nov. 28, 1943. 

82 The following study of bonus payments is confined to industrial com¬ 
panies and is based primarily on the studies of John C. Baker already cited. 
The writer has discovered no cases of bonus payments among the railroads 
in recent years. Bonus payments among the public utilities are also rare. Only 
one case was discovered in a group of large utilities in the years 1934-36. 
A few utility holding companies—for example, Columbia Gas and Electric 
and North American Company—seem to have paid bonuses in the late 
twenties and early thirties. In both the specific companies mentioned, how¬ 
ever, bonus payments had apparently been discontinued by 1933. These 
generalizations are based on an examination of registration certificates filed 
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considered regarding the relative stability of total compensa¬ 
tion received by executives suggests that bonus payments, how¬ 
ever general they may have been, had only a limited effect in 
causing wide fluctuations in executive compensation during 
the I930 , s. 

Relatively little information is available on the prevalence 
of bonus plans in the United States prior to the end of the 
twenties. The earlier history of these plans is shrouded in 
comparative secrecy. Bonus plans “apparently had their 
genesis in the minds of those considering wage payments and 
profit-sharing plans for employees as related to results, which 
were widely discussed in this country and in Europe from 
1875 to 1920.” 38 Taussig and Barker found that, in the period 
1904-14, not more than 5 per cent of some 400 companies 
studied had regular bonus plans and raised the question 
whether American firms might not be wise to adopt more 
widely the European practice of having executive compensa¬ 
tion vary more directly with earnings. 34 

Whatever the earlier history of bonus plans in this country, 
they had become very common in the United States by the 
end of the 1920’s. The peak of the movement toward wide¬ 
spread use of the bonus came with the culmination of the 
boom of the twenties, both for the larger corporations in which 
we are chiefly interested and also for smaller firms with se¬ 
curities listed on the New York Stock Exchange. Of a group 
of 59 very large industrial corporations, 47 paid one or more 
executives either a cash or stock bonus in one or more years 
during the period 1928-36. In 1929, about 40 of the 59 com- 

with the SEC (Forms 10 and 10K), on annual reports filed with the ICC, 
and on transcriptions of compensation data from various government agencies 
(chiefly the SEC and Federal Trade Commission). 

83 Baker, Executive Salaries and Bonus Plans , p. 194. 

84 Another 8 per cent made additional payments to their executives irregu¬ 
larly. (F. W. Taussig and W. S. Barker, “American Corporations and Their 
Executives,” Quarterly Journal of Economics , Vol. 40 (1925), pp. 29, 51. 
See also Baker, Executive Salaries and Bonus Plans y pp. 16, 186.) A study 
of managerial profit-sharing plans in 1928 found that of 32 plans for 
which adequate data were available, 7 had been in effect at least 15 years 
and 4 had been in effect at least 20 years, C, C, Balderston, Managerial 
Profit Sharing (1928), p. 19. 



*86 LEADERSHIP IN THE LARGE CORPORATION 

panies paid a bonus in addition to salary to certain of their 
executives.® 5 Of 742 executives reported by these companies, 
about 49 per cent received bonus payments.'® The bonus was 
apparently also prevalent among companies smaller than the 
giants thus far considered. 

Bonus payments declined drastically during the 1930’s. 
Many companies cancelled their bonus plans entirely, and 

Prevalence of Bonus Payments in Two Samples of Industrial 
Corporations, 1929 - 36 * 


59 Large Industrial Corporations 


Year 



Nui 

Coi 

P 

B 



Percentage of 
Executives 
Receiving 
Bonus 0 


100 Industrial Corpora¬ 
tions Listed on N. Y. 
Stock Exchange 

Number of Percentage of 
Companies Executives 
Paying Receiving 

Bonus Bonus 




* Derived from tables in Baker, Executive Salaries and Bonus Plans , pp. 16-17 
(for the sample of 100 companies) and p. 216 (for the 59 large corporations). 

b Information on bonus payments actually made was not available for one 
company during 1929-34, for three companies in 1935, and for seven companies 
in 1936. 

0 Information on the total number of executives not available for three 
companies. 

d Data not available. 

• These figures, for 1935 and 1936, are not strictly comparable with those for 
the prior years because information was available for fewer companies in these 
two years. See footnote b. 


payments were curtailed or even disappeared in companies in 
which bonus plans continued in effect. The table above in¬ 
dicates the extent to which bonus payments were discontinued 
after 1929. 


"Baker, Executive Salaries and Bonus Plans, pp. 186-87, 21 *>• See also 
the same, pp. 16-17. Apparently 44 companies had bonus plans in 1929, 
which would mean that very few made no payments under then existing 
bonus plans. 

w Data on the total number of executives in three companies were not 
available. The same, p. 216. 
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Of the group of very large corporations, only 24 had some 
form of bonus plan in 1936, compared to 44 in 1929. Despite 
improving earnings after 1932, bonus plans were not im¬ 
mediately reinstituted and, as a matter of fact, there was a 
tendency for companies to give up their bonus plans until 

1935. Some companies have re-adopted bonus plans since 

1936, but there is little question that such plans today are still 
not as prevalent as they were in the late twenties. 37 

Naturally, as earnings declined during the thirties, some 
companies which continued to have bonus plans were unable 
to make any bonus payments. In 1934, for example, 25 com¬ 
panies had incentive plans of some sort, but only 14 actually 
made payments under them. In 1929, all but three of the 
companies having bonus plans actually paid bonuses to one or 
more executives. The decline in number of companies paying 
bonuses was even more drastic in the group of 100 small and 
large industrial companies. 

The table on page 288 gives some indication of the relative 
variability of salary and bonus payments between 1928 and 
1932. The data are for 53 companies, from Baker’s list of 
59 large industrial corporations, for which the necessary data 
were available. 

For all 53 companies, bonus payments had declined by 1932 
to 25 per cent of the 1929 figure. Salaries, on the other hand, 
had fallen very little $ they actually rose until 1931. The 
decline in compensation from 1929 to 1932 was occasioned 
almost entirely by the decline in bonus payments. The figures 
for the 36 companies which paid a bonus in 1929 are very 
revealing. Bonus payments suffered a drastic decline, but 
salaries were actually increased each year through 1931, and 
in 1932 they were still somewhat above their 1929 total. Thus 
the 75 per cent decrease in bonus payments (which in 1929 
amounted to 57 per cent of total compensation paid by these 
36 companies) 88 led to only a 40 per cent decline in total 

” As recently as 1942 Baker was able to state that the trend was still away 
from bonus plans. “Limiting Executive Salaries in Wartime,” Harvard 
Business Review, Vol. 21 (1942), p. 52. 

“Baker, Executive Salaries and Bonus Plans , p. 218. 
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compensation. Executives in companies paying salary only 
in 1929 suffered a 25 per cent decrease in compensation, com¬ 
pared to the decline of 40 per cent in the companies which 
were making bonus payments when the great depression 
began. 


Variations in Executive Compensation in 53 Large Industrial 
Companies, 1928-1932* 

(Relatives: 1929«100) 


Year 

All 53 Companies 

36 Companies Paying 
Bonus in 1929 

17 Companies 
Not Paying 
Bonus in 1929 

Total 

Compen¬ 

sation 

Salary 

Bonus 

Total 

Compen¬ 

sation 

Salary 

Bonus 

Total 

Compensation 

• \ m 

89 

94 

83 

87 

99 

79 

94 

\ Hi 

100 

100 

100 

100 

100 

100 

100 

1 • 1 1 (111 

96 

105 

85 

92 

103 

84 

111 

i • t s ■ 

78 

105 

47 

76 

116 

46 

87 

ShB 

62 

94 

25 

59 

104 

25 

75 


• Taken from Baker, Executive Salaries and Bonus Plans , p. 218 . The relatives 
are based on aggregate dollar figures added together for all firms in each group. 
The figures for total compensation in the first column do not agree with those 
in the table on p. 281 above for two reasons. First, the number of companies 
included is slightly different in the two cases. More important, the relatives in 
this table are based on aggregate compensation for all companies, while the 
figures onpage 281 are index numbers which are averages. (medians) of relatives 
for executive compensation computed for each company in the sample. 

The executives receiving bonuses in 1929 were on the aver¬ 
age receiving a total compensation considerably in excess of 
that of men in comparable positions in companies not paying 
bonuses. The decline in bonus payments during the thirties re¬ 
sulted in bringing the total compensation of these men closer 
to the level of compensation of those who had not received 
bonuses in 1929. The figures on p. 289, for the presidents of 
55 large corporations, indicate this tendency very clearly. The 
figures for salary and total compensation are medians. 89 

These and other data available strongly suggest that the 
bonus is in large part not so much an alternative to straight 
salary as an addition to it. Executives profit handsomely from 
the receipt of bonuses in prosperous years, receiving a total 

* Derived from the fame, p, 223 j $ee also the same, pp. 222-25. 
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compensation which is frequently far in excess of that of men 
in comparable positions whose compensation takes the form 
of salary exclusively 5 but in poor years the base salary is still 


1929 

Total 

Salary Compen¬ 
sation 

28 presidents receiving 

salary only in 1929 .$ 80,000 $ 80,000 

27 presidents receiving 

salary and bonus in 1929 . . . 75,000 196,000 


1932 

Total 

Salary Compen¬ 
sation 

$ 64,000 $ 64,000 

66,000 88,000 


high enough so that these men frequently earn as much as or 
more than executives in companies without bonus plans. Thus, 
while bonus payments have resulted in making executive com¬ 
pensation vary more directly with earnings than when only 
salaries are paid, an additional result has been to increase the 
average level of compensation, even when poor years are aver¬ 
aged with the prosperous ones. 40 

Determination of the amount of bonus to be paid to individ¬ 
ual executives involves two steps: (1) computation of the 
total bonus fund according to some formula, and (2) distribu¬ 
tion of this fund among some or all executives on some pre¬ 
arranged basis. We cannot enter here into a discussion of the 
various formulae used to determine the size of the total bonus 
fund. 41 Consideration of which executives generally share in 
bonus distributions, however, throws light on the nature of 
the incentives to leadership provided by bonus systems as they 
have been generally administered in our larger American 


40 The same conclusion is suggested if total executive compensation is 
compared with earnings in companies paying bonuses and in those which 
do not. Baker’s studies indicate that large companies making bonus payments 
in 1929 paid their executives a much larger fraction of their earnings in 
that year than did the companies which relied exclusively on the salary 
method of payment. The same contrast, though to a less marked extent, 
seems to hold for the remainder of the period 1928-36. Executive Salaries 
and Bonus Plans, p. 205. 

41 For a brief consideration of this subject, see the same, pp. 200, 209-15. 
See also, by the same author, “Incentive Compensation Plans for Executives,” 
Harvard Business Review, Vol. 15 (1936), pp. 50-55. Size of the bonus 
fund is ordinarily related in some way to the income of the company, but 
the actual formulae used vary widely. 
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corporations. The data in the following table are of interest 
in this connection. 


Executives Sharing in Bonus Distributions in a Group of Large 
Industrial Corporations, 1929 - 32 * 


Number of Companies 

1929 

1930 

1931 

1932 

Number of companies paying bonus.... 

39 

40 

MM 

25 

Number paying bonus to president.... 

28 

32 

KB 

14 

Number paying bonus to vice presidents 

36 

35 

B3 

17 

Number paying bonus to treasurer. 

30 

30 


14 

Number paying bonus to secretary.... 

30 

28 

15 

11 

Number paying bonus to non-officer di¬ 
rectors. 

13 

10 

9 

6 

Number of bonus-paying companies 





having a chairman of the board. 

27 

29 

17 

15 

Number of such companies paying a 
bonus to the chairman. 

6 

10 

2 

— 


• Taken from Baker, Executive Salaries and Bonus Plans , p. 202. 


Clearly not all executives regularly participate in the dis¬ 
tribution of executive compensation under bonus plans. A con¬ 
siderable number of companies in each year did not pay 
bonuses to their presidents. As a matter of fact, a few more 
companies paid bonuses to one or more vice presidents than 
to their presidents. Treasurers received bonuses about as often 
as did presidents $ secretaries received them nearly as often. 

Of the officers listed in the preceding table, bonuses are least 
often granted to the official who usually ranks with or above 
the president, namely, the chairman of the board. In 1930, 
about one third of the board chairmen participated in bonus 
plans. In 1932, none of the bonus-paying companies having 
a chairman of the board included that officer in its bonus dis¬ 
tribution. 

Between a quarter and a third of the bonus-paying com¬ 
panies made awards to directors who were not officers. Some, 
if not most, of the directors receiving bonuses were actually 
operating executives either of the parent or of subsidiary com¬ 
panies and received salaries also. 48 It is not common in this 

** For example, at least one Standard Oil company-having salaried, full¬ 
time directors who function as officers but are not listed as such—is included 
in Baker’s list. Not infrequently the leading executives of major subsidiaries 
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country for non-salaried, non-officer directors to participate in 
bonus plans. 

The failure to include the chairman of the board in most 
bonus plans is significant, as is the fact that the president is 
not infrequently omitted also. In the case of the chairman, the 
answer lies partly, but only partly, in the fact that men bearing 
this title are frequently inactive. Most are not completely in¬ 
active, and many serve a useful role as elder statesmen—ad¬ 
vising the president, presiding at board meetings, aiding in the 
formulation of some broad policies, helping to determine the 
compensation of the president and other executives, and so 
on. Such services are not easily evaluated and may bear little 
relation to fluctuations in current earnings. The chairman is 
likely to be a former president—and not infrequently a man 
of considerable wealth and a large stockholder in his own 
right. He is very often more interested in the welfare of the 
company, especially if he has been associated with it for a long 
time, than in additional compensation for himself. A bonus 
may mean little to him, particularly if he is well-to-do and 
relatively advanced in years. He may deliberately disqualify 
himself for bonus payments by participating in determining 
the bonus to be paid to the other executives. 43 Similar con¬ 
serve on the boards of parent companies. They are not listed as officers of 
the parent company, but they receive salaries, of course, and participate 
in the parent company’s bonus plan. 

48 Bonus plans quite generally forbid “directors or other corporate officers 
from voting on the plan, selecting participants, or determining amounts, if 
they [are] eligible for a bonus.” (Baker, Executive Salaries and Bonus 
Plans , p. 203$ see also p. 247.) Charles Schwab of Bethlehem Steel formu¬ 
lated the bonus plan for his company, and until 1931 apparently determined 
the amounts paid to other executives, subject to the approval of directors. 
He believed thoroughly in the value of bonus plans. But he never received 
any share of the bonuses paid by the company. Schwab was chairman of the 
board from 1915 until his death. He had been both president and chairman 
before 1915. (See annual report of the company for 19165 New York 
Times , Jan. 15 and July 3, 19315 Arundel Cotter, The Story of Bethlehem 
Steely p. 22.) Other interesting examples might be cited. Alfred Sloan, 
chairman of the board of General Motors and that company’s chief executive 
officer, removed himself in 1938 from the list of officers participating in 
the company’s highly remunerative bonus plan. (See New York Times, April 
4> *938.) The action applied to bonus payments in the year 1937, as well 
as later. Neither Pierre du Pont nor Lammot du Pont, chairman and presi- 
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siderations are likely to hold when the president does not 
share in his company’s bonus plan. 

The foregoing suggests that bonus awards are used even 
more to retain the interest and stimulate the activities of offi¬ 
cers immediately below the rank of chief executive than to 
provide an additional incentive to the latter. The work of 
these men can be evaluated in only approximate fashion, but 
evaluation is less difficult than in the case of the chief execu¬ 
tive. More important, perhaps, a good part of the careers 
of these men is yet before them; they are still in the process 
of building their personal fortunes; and their loyalty to the 
firm is likely to be less than that of the chief executive. Many 
chief executives and directors think that these considerations 
justify liberal bonus payments in order to retain the loyalty 
and interest of executives below the very top rank and to 
provide a supply of seasoned officers from which higher posts 
can be filled in the future. 

The fact that active chairmen and even presidents not in¬ 
frequently fail to share in bonus payments made by their com¬ 
panies raises the question as to how necessary the bonus is as a 
financial incentive to the higher forms of business leadership. 
This question becomes even more relevant when it is remem¬ 
bered that many companies (an increasing number since 1929) 
make no bonus payments at all. The decline in the use of the 
bonus since 1929 does not seem to have led to any decline in 
executive morale or to any tendency for top management to 
work less hard or less effectively. The conclusion may be ven¬ 
tured that, on the whole, the bonus method of payment, as 
used in large American corporations, has not led to any sub¬ 
stantial increase in the effectiveness with which business leader¬ 
ship has been exercised, either from the point of view of the 
stockholders or from that of the economy as a whole. There 
may be important exceptions to this generalization, and the 


dent respectively, shared in the du Pont company’s bonus distributions in 
the period 1928-36, the period for which the writer has analyzed the avail¬ 
able data. 
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generalization might not be true at all for businessmen with 
a different set of motives and backgrounds. 44 

OTHER FINANCIAL INCENTIVES 

Some companies have sought not merely to provide an 
additional financial incentive through bonus payments but 
by the use of several methods have also attempted to encour¬ 
age stock ownership by their executives. Such ownership ties 
the executive more closely to his company and provides an 
additional link between his income and that of the company. 

Bonus payments are sometimes made (usually only part¬ 
ly) in the form of stock. 4 ' Many companies also have had 
—in some cases still have—stock-purchase plans, usually cover¬ 
ing a wider range of employees than the executive group. In 
some cases, special plans have existed for executives. A num¬ 
ber of these plans have been discontinued since 1929. 46 

Some companies use the stock-purchase option as a means 
of providing additional compensation to executives and of en¬ 
couraging increased stock ownership by these men. Under the 
option plan, individual executives are given the right to pur¬ 
chase specified amounts of stock at a fixed or varying price. 
Such options may be good for a considerable period of time. 
The gain to the executive depends upon the extent to which 
the market price of the stock rises above the purchase price 
fixed in the option. 47 Such stock purchase options have been 
not infrequently used. A special study by John C. Baker in¬ 
dicated that from 25 to 35 per cent of the companies that he 

44 For further discussion of the nature and effectiveness of bonus plans, see 
Baker, Executive Salaries and Bonus Plans , Chaps. 9-10, especially pp. 236, 
245-49 $ and the same writer in Harvard Business Review, Vol. 21, p. 59; 
also p. 312, note 28. 

45 Of the 47 large companies in Baker’s study which paid a bonus in one 
or more years between 1928 and 1936, 13 paid some part of the bonus in 
the form of stock. Baker, Executive Salaries and Bonus Plans , pp. 187, 188- 

89 « 

u Thirty-five of Baker’s list of 59 large corporations had employee stock- 
purchase plans at some time between 1928 and 1936. The same, p. 196. 

n Of course the gain is only a “paper profit” unless the option is exercised 
and the stock thus obtained is actually sold. However, if the purchase price 
is relatively low, the dividend yield may be very handsome. 
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examined gave options to one or more executives at some time 
in the period 1928-38. 48 Such plans are more common among 
retail companies than among large industrial concerns. They 
are used chiefly under two sets of conditions: (1) when it is 
necessary to attract new executives to weak or ailing com¬ 
panies for a job of reconstruction, or (2) when it is desired 
to reward executives in successful companies for past or 
present accomplishments. 40 Stock-purchase options are not 
ordinarily used continuously as a regular method of providing 
additional compensation. Such options have frequently but by 
no means always been very profitable to the executives con¬ 
cerned. They have sometimes given rise to controversy and 
litigation 5 and they seem to have had only limited effect in 
stimulating executives to more efficient management. 

As we shall see in the next chapter, the various methods 
mentioned for stimulating stock ownership among executives 
have at best been only partially successful in making the gains 
of ownership an important financial incentive to business 
leadership in the large corporation. Before considering further 
the ownership incentive, however, a significant recent develop¬ 
ment in executive compensation needs to be noted. 

Pension or retirement plans in which executives are included 
have tended to become more common in recent years. In some 
cases, executives are provided for in broad plans covering a 
range of employees wider than the executive group. To an in¬ 
creasing degree, apparently, special pension arrangements are 
being created for the executive group itself. In some cases, plans 
are informal j arrangements are made with individual execu¬ 
tives as the need arises. 50 The significant point is not the nature 

"John C. Baker, “Stock Options for Executives,” Harvard Business 
Review , Vol. 19 (1940), pp. 107, 121. The sample included 53 very large 
industrial companies, 53 smaller industrial companies listed on the New 
York Stock Exchange, and 38 retail companies. In recent years the trend 
has been away from stock purchase options (Baker, Harvard Business Re - 
view, Vol. 2i f p. 52), although as this goes to press the subject is receiving 
renewed attention as the result of the granting of purchase options by several 
prominent companies. 

"Baker, Harvard Business Review, Vol. 19, p. 109. The first seems to be 
the more common situation giving rise to stock purchase options. 

50 In a special study of executive pension plans, published in 1940, Baker 
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of these pension plans but the indication that executives are 
laying increasing emphasis on security in their financial ar¬ 
rangements, and that the composite of financial incentives 
offered by the large corporation is taking account of this need 
of and desire for security on the part of corporation execu¬ 
tives. 51 In this respect, as in others, the modern corporation 
executive draws closer to the public official and further away 
from profit-seeking business leaders of an earlier day. As far 
as pensions are concerned, the need for security and the use of 
pensions to meet this need are probably more important 
among lower-ranking executives than for the chief executive 
and his immediate subordinates $ but the emphasis on security 
and the use of pension arrangements seem to be gradually 
extending to “top management,” also. 

EXECUTIVE COMPENSATION AND BUSINESS LEADERSHIP 
The system of financial incentives presented in the preced¬ 
ing pages has an important bearing on how business leader¬ 
ship is exercised in the large corporation. Financial incentives, 
as well as the size of the large corporation and the organiza¬ 
tional problems which have come with bigness, point to the 
fact that modern business leaders are increasingly taking on 
the character of professional “hired” managers. Executive 

sent questionnaires to the 59 large industrial companies used in his analysis 
of executive compensation and to the American Telephone and Telegraph 
Company. Information was secured from 36 companies. Of these, 27 pro¬ 
vided formally or informally for executive retirement compensation in some 


form, as follows: 

Executives covered in plans providing for all employees . . 17 companies 

Informal plans applicable primarily to executives. 9 companies 

Special contract with president. 1 company 


Three other companies had had formal retirement plans in the past and 
abandoned them; one of these was revising its plan. Of the six companies 
never having had plans, three were studying the possibility of some form 
of pension arrangement. In all, five companies apparently planned to include 
executives under pension arrangements in the near future. John C. Baker, 
“Pensions for Executives,” Harvard Business Review , Vol. 18 (1940), p. 
311. For further details, see this entire article. 

Recently, the tax factor has also played a role of some importance. 
Executives have been willing to exchange some part of their present salary, 
taxed at relatively high rates, for future pensions—when their total income 
may not be so high and taxes are likely to be lower than they are in wartime. 
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compensation is relatively stable} bonuses have failed to 
relate total compensation closely to the results of leadership 
activity} executive employment is highly stable; and increas¬ 
ingly pensions are being provided executives when they re¬ 
tire. The salaried business leader receives a generous income, 
and to the size of the reward are added the attractions of se¬ 
curity and stability. 

This system of incentives is far removed from the classi¬ 
cal method of remunerating business leadership in a private 
enterprise economy. The particular reward of business leader¬ 
ship is supposed to be profits, which link the businessman’s 
remuneration directly and completely to the success or failure 
of the firm’s operations^ Profits are a residual fluctuating in¬ 
come, the amount of which cannot be forecast in advance. It is 
the lure of possibly large profits, which will accrue to himself 
and not to others, which supposedly attracts the business leader 
in a capitalist system and generates the dynamic type of busi¬ 
ness leadership on which economic progress depends. 

Only if he is a substantial owner in his business will profits 
bulk large in the business leader’s total earnings. We have 
already seen in Chapter II that executives generally own 
but a small fraction of the stock of their companies. These 
small percentage holdings might conceivably, however, repre¬ 
sent very large investments in dollar terms—investments so 
large that the gains from them might outrank executive com¬ 
pensation in the composite of financial incentives to which 
management responds. We shfill examine the strength of the 
ownership incentive in some detail in the next chapter. 



CHAPTER XIII 


OWNERSHIP AND NON-FINANCIAL 
INCENTIVES 

Of the various types of incentives which the large corpora¬ 
tion offers to its executive leadership, two important categories 
remain to be discussed in this chapter. One is ownership in¬ 
come, which arises out of the executive’s stockholdings in his 
firm. The other is entirely non-pecuniary and includes the 
whole range of non-financial attractions which the large cor¬ 
poration holds out to the individuals who guide its fortunes. 1 

OWNERSHIP AS A FINANCIAL INDUCEMENT 

With respect to ownership income, let us consider a series 
of related questions. How large in dollar terms are execu¬ 
tives’ stockholdings in their companies? What dividends do 
they receive from these holdings, and how do such dividends 
compare with their direct compensation from salary and bonus. 
Finally, on net balance, how do the total gains of ownership 
—including both dividends and the prospect of appreciation in 
principal—compare with direct compensation in the total in¬ 
come of the corporation executive? 2 

On page 275 we presented data on the total compensation 
received by the 264 leading executives in 149 very large cor¬ 
porations. The value of the ownership stake in their com¬ 
panies of these same men (as of December 31, 1935) is shown 
in the table on page 298. The data refer only to holdings of 
stock in the company employing each executive. 8 Holdings of 

1 The “gains of position” mentioned on p. 272 represent another type 
of incentive. We have made no attempt to evaluate the importance of this 
kind of pecuniary gain, which results from exploitation of one’s position in 
a firm. 

* The remainder of this section is based on an article by the writer, 
“Ownership and Compensation as Incentives to Corporation Executives,” 
published in the Quarterly Journal of Economics , Vol. 54. (1940), pp. 
455 - 73 - 

The stockholdings figures are taken from SEC, Official Summary of 
Holdings of Officers , Directors and Principal Stockholders ... as of Decern - 
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common and of all stock are shown separately. 

Distribution of 264 Executives According to Market Value of Stock 
Owned in Employing Company, by Industrial Classes, 
December 31, 1935* 


Number of Executives 


Value of Stock 
Owned b 
(Unit: $1,000) 

All Stock 

Common Stock Only 

Indus. 

trial 

Public 

Utility 

Rail¬ 

road 

Total 

Indus¬ 

trial 

Public 

Utility 

Rail¬ 

road 

Total 

0. 

8 

3 

8 

19 

13 

3 

15 

31 

0- 10 .. 

14 

17 

31 

62 

12 

18 

27 

57 

10- M ... 



3 

12 

8 


1 

11 

20- 30.... 



3 

9 

7 


5 

14 

30- 40.... 

1 


1 

6 

1 


1 

6 

40- 50.... 

2 

2 

— 

4 

mm 



6 

50- 100.... 

18 

5 

2 

25 

BEfl 


■ 

22 

100- 150.... 

10 

2 

2 

14 

Knfl 



13 

150- 200.... 

5 

— 


6 

6 

1 


7 

200- 250.... 

5 

■9 


9 

6 



10 

250- 500.... 

21 

H 

■ 

25 

15 


■ 

19 

500- 1,000.... 

19 

1 


mim 

22 

1 


23 

1,000- 5,000.... 

32 

5 


38 

26 

4 

1 

31 

5,000-10,000.... 

9 



10 

8 

1 

— 

9 

10,000 and over... 

5 

wm 

1 

5 

5 

— 

— 

5 

Total men. 

161 

52 

51 

264 

161 

52 

51 

264 

Median 0 









(Unit: $1,000)... 

298.7 

37.4 

1.2 

90.0 

226.3 

33.0 

0.2 

71.6 


* Derived from a table in R. A. Gordon, “Ownership and Compensation as 
Incentives to Corporation Executives,” Quarterly Journal of Economics^ Vol. 54 
(1940), p. 461. Market values of stock held are based on closing prices for 
Dec. 31, 1935, or the nearest available date. In some cases, where no actual 
prices were available, bid quotations were used; and in a few cases book values 
per share (as derived from balance sheets) were used in lieu of market prices. 

b Lower limit of class interval inclusive except in 0*10 group, which should 
be read as “more than 0 but less than 10.” 

0 Medians are based on the original arrays. 

These figures suggest that, at least for industrial companies, 
it is not correct to assume that executives have little or no 


her 3/, 1935 . In a few cases, reports filed with the Commission were con¬ 
sulted directly. These data are subject to certain imperfections which probably 
lead to some understatement of holdings. (See Gordon, Quarterly Journal 
of Economics, Vol. 54, p. 458.) More recent figures on executive ownership 
are available in TNEC Monograph No. 29. Since compensation data had 
been already compiled for 1935 before the later stockholdings data became 
available, the earlier data on ownership were used. It was necessary to have 
figures on both ownership and compensation for the same year; otherwise 
the needed comparisons could not have been made. 
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ownership stake, in dollar terms, in their companies. In the 
industrials, 46 out of 161 executives, more than a quarter of 
the total, each held stock (common and preferred) to the 
value of 1 million dollars or more. The median holding was 
$298,700. On the other hand, 37 men held stock with a value 
of less than $50,000, including eight who held no stock at all. 

Among the chief officers of the railroads the situation is 
very different. Only five of these men (out of 51) owned stock 
to a value of $50,000 or more, and the median holding was as 
low as $1,200. The public utilities present an intermediate 
picture. Approximately one third of the public utility execu¬ 
tives owned stock to the value of $100,000 or more, but the 
median was only $37,400, about one eighth of the correspond¬ 
ing figure for industrial executives. For the men in all three 
groups combined, the median was $90,000. Fifty-three men 
(of whom only seven were in rails and utilities) showed hold¬ 
ings of a million dollars or more. 

The holdings among the men in all three industrial groups 
were primarily in common stock. This is to be explained in 
part by the fact that in many of the concerns no preferred 
issues were outstanding} but even after full allowance is made 
for this element, it is still true that these executives preferred 
to invest in common stock, with the additional opportunities 
for speculative enhancement in value which this type of se¬ 
curity provided. 4 

The contrast in the value of the holdings of the executives 
in the three industrial groups is similar to that noted in Chap¬ 
ter II when we were considering percentage stockholdings. 
The very small holdings (by almost any standard) of the 
high officials of our leading railroads is particularly to be 
noted. The financial plight of many railroad companies pro¬ 
vides one explanation} perhaps these men, in view of their 
familiarity with the industry, would be the last to invest sub¬ 
stantially in railroad junior securities. The background of the 
men themselves provides a partial explanation} many, if not 

4 See Gordon, Quarterly Journal of Economics , Vol. 54, p. 462. 
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most, have come up through the ranks and probably few are 
very wealthy men. In the railroads, perhaps more than in any 
other industry, we have the “hired manager” type of profes¬ 
sional executive, performing a largely routinized function. 
These conditions make for a relatively small ownership, and 
the poor investment rating of railroad securities has accen¬ 
tuated the tendency. 


Dividends Received by Executives from Stock Owned in Employing 
Company, by Industrial Classes, 1935 * 


Dividends* 
(Unit: $ 1 , 000 ) 

Number of Executives 

Industrials 

Public 

Utilities 

Railroads 

Total 

0. 


24 

43 

114 

0- 10. 


19 

7 

80 

10- 20. 


4 

— 

20 

20 - 30 . 


1 

— 

7 

30 - 40 . 


2 

— 

7 

40 - 50 . 

1 

— 

— 

1 

50 - 75 . 

10 

2 

— 

12 

75 - 100 . 

7 

_ 

1 

8 

100 - 150 . 

1 

— 

— 

1 

150 - 200. 

1 

_ 

— 

1 

200 - 250 . 

5 

— 

— 

5 

250 - 500 . 

3 

— 

— 

3 

500-1000 . 

2 

— 

— 

2 

1000 and over. 

3 

— 

— 

3 

Total executives. 

161 

52 

51 

264 

Median 0 

$ 2,980 

$90 

0 

$500 


• This table is from an article by the writer in Quarterly Journal of Economics . 
Vol. 54 (1940), p. 463. Dividend income is computed by multiplying stock held 
on Dec. 31, 1935 , by the dividend rate for 1935, as given in Moody's investment 
manuals. 

b Lower limit of class interval inclusive except for the group 0 - 10 , which 
should be read as “more than 0 and less than 10. 

• Medians are based on the original arrays. 

The table above offers further evidence concerning the 
importance of the ownership stake of these leading execu¬ 
tives. From this table we may get some idea of the dividend 
income which these men received from the stock, the values 
of which were shown in the table on page 298.® The dividend 

• Wc have no record of dividends actually received. The table on divi¬ 
dends indicates the dividend income these men would have received, had they 
held throughout the year the stock which they owned on Dec. 31. 





































OWNERSHIP AND OTHER INCENTIVES 


301 


figures, even more than those on value of stockholdings, sug¬ 
gest that in the majority of cases ownership is not a major 
source of income, even to the leading officials of the industrial 
firms. The median annual dividend income for industrial 
executives was only $2,980, and for officials of utility and 
railroad companies the figure was negligible or actually zero. 
For all 264 men together, the median figure corresponded to 
an annual income of only $500. Thirty-five men in all (about 
13 per cent) received dividends of $50,000 or above. All but 
3 of these were in industrial companies. All dividend incomes 
of $100,000 or over, 15 in number, were received by execu¬ 
tives of industrial concerns. 

If the figures on dividends had been taken for some later 
year, rather than 1935, the dividend incomes shown (for the 
same amounts of stock) would not have been changed enough 
to alter the main conclusion to be drawn from the table. 6 On 
the whole, we may safely rely on the interpretation given 
above. Whatever the importance of ownership as a source of 
capital gain for these executives, dividends from stock held in 
their companies are not an important source of income to the 
great majority of them. 

This conclusion, of course, should be tested by reference to 
the salaries and bonuses that the men received. The data on 
total executive compensation for this same group of execu¬ 
tives were given on page 275. Comparisons will be facilitated 
if the medians for the three distributions in which we are in¬ 
terested—total executive compensation, value of stock owned, 
and dividends from stock owned—are all brought together. 
This is done in the following set of figures: 



Industrials 

Public 

Utilities 

Railroads 

All 

Executives 

Value of stockholdings . 

$ 298,700 

$ 37,400 

$1,200 

$ 90,000 

Dividends. 

2,980 

90 

0 

500 

Compensation. 

79,200 

48,600 

40,600 

61,200 


On the basis of the evidence cited, salary and bonus seem 
clearly to be the dominant financial incentive. For the railroad 

6 See p. 303. 
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officials, the case is perfectly clear, and the situation is not 
greatly different for the public utility executives. It should 
be noted, however, that about one third of the public utility 
executives had value-holdings of $100,000 or more (page 
298). For this group, particularly those with holdings of more 
than, say $250,000, the possibilities of capital gain may have 
been substantial 5 and to some of this group ownership may 
have supplied a more important inducement than compensa¬ 
tion. This cannot, however, be regarded as the typical case 
among these public utility executives. 

As already noted, leading industrial executives have a far 
greater ownership stake in their concerns than have the lead¬ 
ing officials of the other two groups. But the median dividend 
is not even one twenty-fifth of the median compensation figure. 
Even at the higher dividend rates prevailing in 1936 and 
1937, the median dividend income for the industrial execu¬ 
tives probably did not rise to as much as 10 per cent of the 
median compensation in 1935. 7 For some industrial execu¬ 
tives, however, dividends were clearly an important source of 
income. Thirty-two (about one fifth) had a dividend income 
of $50,000 or more (page 300). For nearly the same number, 
31 in all, dividend income amounted to at least half the total 
salary and bonus. 8 In 18 cases, about 11 per cent, dividend 
income was equal to or greater than executive compensation. 

To a moderate minority of the industrial executives, then, 
dividends loom large in the composite of financial attractions 
available. To the great majority, however, though dividends 
may provide a welcome minor addition to total income, they 
are relatively unimportant compared with salary and bonus. 

Among the financial attractions connected with ownership 
for the industrial executives, the possibilities of capital gain 
or loss probably play a more important role than do dividends. 
The median value-holding was $298,700. This figure, in and 

T The table on p. 303 gives an index of dividend rates for companies 
in all three industrial groups together. For industrial companies only, the 
dividend index would be: 1935— iooj 1936—1335 1937—1845 1938—118. 

# Based on a study of the original arrays, not the frequency series in the 
tables presented in this and the preceding chapter. 
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of itself, represents a modest fortune and opens up possibili¬ 
ties of substantial gain or loss in dollar terms (if only “on 
paper”). For the one quarter of the industrial executives 
whose stockholdings alone were enough to make them million¬ 
aires, ownership must clearly be ranked, if not on a par with 
compensation, certainly as a very important element among 
financial incentives available to them. For the majority of the 
161 industrial executives, the expected gains from ownership 
were probably not so important as compensation, though the 
incentive provided cannot be ranked as insignificant. 

Selected Indices of Stock Prices, Dividend Rates, and 
Executive Compensation, 1934 - 38 * 

All indices are on the base 1935 =* 100 except that for stock prices, which is 
on the base December 1935 = 100 ) 


Year 

Stock Price 
Index 

(High and Low 
Monthly 
Average) 

Average 

Dividend 

Rate 

Index of Executive Compensation 
for Selected Large Industrials 

Three Highest 
Salaries 

All 

Executives 

1934 . 

71 - 85 

91 

100 

96 

1935 . 

68-100 

100 

100 

100 

1936 . 

105-130 

123 

116 

107 

1937 . 

86-136 

159 

— 

— 

1938 . 

74 - 99 

113 

— 

— 


* Taken from Gordon, Quarterly Journal of Economics , Vol. 54 ( 1940 ), 
p. 468. 


All these comparisons have been made on the basis of fig¬ 
ures for a single year or day. Hence we must consider how 
different the above results would have been had the data been 
taken for a different period. The table above shows varia¬ 
tions in stock prices and dividend rates for the five-year period 
1 934-3 8, together with an index of executive compensation 
for 1934-36. Data on stock prices and dividends might have 
been presented for a longer period, but the conclusions to be 
drawn from the table would remain essentially unchanged. 

It has not been possible to present a series showing the ex¬ 
tent to which these executives added to or subtracted from 
their holdings. 9 These holdings have probably not changed 

9 Such data could have been compiled at a great cost in time and money 
from monthly reports filed with the SEC. 
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sufficiently since 1935 to alter in any substantial degree the 
medians already presented. 10 But changes in the level of stock 
prices undoubtedly did make a difference. The highest month¬ 
ly average in 1937 was 36 per cent above the level of Decem¬ 
ber 1935. An increase in this percentage would have raised 
the median value holding of industrial executives to about 
$400,000$ multiplication by the low figure for 1935, how¬ 
ever, would reduce it to about $200,000. For the other two 
industrial groups, these swings in stock prices, of course, were 
of considerably less significance, in view of the much smaller 
stockholdings involved. As far as the industrial executives are 
concerned, if they retained their shareholdings throughout 
this period, they stood to incur, on the average, fairly large 
paper losses or profits $ but, on the whole, what we have said 
about the relative importance of ownership, compared with 
compensation, is not changed by using the stock prices of some 
other day or month during the years 1934-38. Nor would 
our general conclusions regarding the relative importance of 
the ownership incentive be significantly altered by using data 
for some year since 1938. 11 

Executive compensation, at least for industrial companies, 
was rising gradually from 1934 through 1936, but the figures 
show no startling changes. Later figures are not available in 
detail, but we have already commented upon the relative sta¬ 
bility of executive compensation—also on the increases which 
occurred during the war years. On the whole, we may con¬ 
clude that 1935 was a reasonably good year to use for our 
comparisons, and that the conclusions reached would not have 
been seriously altered had some other period in the years 
1934-38 or even later been chosen for study. 

“On the whole, if anything, stockholdings by executives are probably 
somewhat smaller now than in 1935. 

u The highest and lowest monthly figures for the stock price index in the 
period 1934-38 were, respectively, 136 and 68. From 1939 through 1942, 
no higher monthly figure occurred} the low for the index was 63. The 
dividend index did not go above 148 from 1939 through 1942. These 
figures are derived from Survey of Current Business, the indices there given 
being adjusted to the bases used in our table, namely, December 1935, for 
stock prices and the year 1935 for dividends. 
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NON-FINANCIAL INCENTIVES 

The attractions which the large corporation holds out to 
the business leader do not stop with purely monetary rewards. 
The businessman, like all human beings, is moved by various 
impulses, many of which can be satisfied without the receipt 
of a money income. By non-financial incentives, we mean the 
non-monetary attractions which contribute toward the satisfac¬ 
tion of the urges or desires that lead businessmen, or any 
group, to engage in economic activity. (The desires them¬ 
selves are sometimes referred to as “economic motives.”) 

The most important spurs to action by the businessman, 
other than the desire for goods for the purpose of direct 
want-satisfaction, are probably the following: the urge for 
power, the desire for prestige and the related impulse of emu¬ 
lation, the creative urge, the propensity to identify oneself 
with a group and the related feeling of group loyalty, the 
desire for security, the urge for adventure and for “playing 
the game” for its own sake, and the desire to serve others. 
While this list is not complete, the motives mentioned prob¬ 
ably constitute the important ones for a study of the 
psychological drives motivating business leaders. 12 These mo¬ 
tives can be satisfied more or less through monetary re¬ 
wards. They can also be satisfied in good part by other at¬ 
tractions which the large corporation offers its business leaders. 

One of the most important of the non-financial incentives 
offered by the large corporation is the opportunity to satisfy 
the urge for personal power. 18 The corporation executive pos¬ 
sesses power by virtue of his position of authority in a firm 

12 For other compilations of economic motives, see Z. C. Dickinson, Eco¬ 
nomic Motives (1922), Chap. 195 F. W. Taussig, Inventors and Money- 
Makers (1915) $ C. I. Barnard, The Functions of the Executive (1938), pp. 
xi, 142-49$ J. C. Baker, Executive Compensation Practices of Retail Com¬ 
panies, 1928-37 (1939), publication of the Graduate School of Business 
Administration, Harvard University, Vol. 26, No. 4 (July 1939)* pp. 1-2. 
See also, for some discussion of the importance of non-pecuniary motives, 
P. S. Florence, The Logic of Industrial Organization (1933), Chap. 7, 
and Economics and Human Behavior (1927) $ T. N. Whitehead, Leadership 
in a Free Society (1936)$ and R. H. Tawney, The Acquisitive Society 
(1921), Chap. 9, sec. (c). 

13 See, for example, TNEC Monograph No. 11, pp. 64-65. 
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which itself is powerful. His power is a product of position 
rather than of personal wealth. 14 Power in this case means au¬ 
thority over subordinates, control of the disposal of vast re¬ 
sources, and great influence over persons and affairs outside 
the firm. The corporation is the vehicle through which power 
comes to be held and exercised. The analogy between the 
power thus held by the corporation executive and that held 
by the public official is too close to require elaboration. 

Power thus secured increases with the size of the firm. 
Here lies an important explanation of the tendency of many 
large firms to become larger, even if sometimes the profit¬ 
ability of such expansion is open to serious question. The work¬ 
ing of the power urge in this respect is reinforced by the 
tendency of businessmen to identify themselves with their 
enterprises. Expansion is desired for the enhancement of per¬ 
sonal power and also because of the satisfaction of being as¬ 
sociated with a powerful organization. 

The drive for personal power also plays an important role 
in owner-managed businesses, where it can be satisfied through 
both the power of money, if profits are large, and the power 
of position. The workings of the power urge can be seen, too, 
among directors and among the outside “control groups” 
which are in a position to influence the affairs of particular 
firms. 15 For our present purposes, however, the important 
point is that the corporation, through the opportunities for 
power that go with positions of authority, can offer an im¬ 
portant non-financial incentive to its executives which is a 
substantial substitute for the receipt of personal profits. 

14 Compare the following*: “The management has an interest in the business 
different from that of any investor. That interest is the management status 
which is significant in terms of control. Control is all-important. It means 
salaries and prestige. It means power to dispense normal business patronage to 
affiliated interests. It has been likened to a feudal tenure with rich incidents 
accruing to it” SEC, Refort on the Study and Investigation of Protective 
and Reorganization Committees, Pt. 7, p. 11. 

15 The consolidation activities of the elder Morgan, for example, are 
more easily explained in terms of the urge for power than of the desire 
for personal income. 
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The large corporation can also offer prestige, over and 
above that which results from the executive’s receipt of a large 
salary and bonus. Power itself brings prestige, as does the 
mere fact of heading a large and successful firm. As in the 
case of personal power, prestige is to some extent linked with 
the size of the firm, and too strong a desire for it may lead to 
overexpansion. The prestige which is based on position is 
certainly considerably greater than that which comes from 
the receipt of a large salary. 10 

The large corporation offers the executive ample oppor¬ 
tunity for the satisfaction of the creative urge. 17 This motive 
among businessmen, including corporation officials, must not 
be underrated. 18 The urge to construct, invent, and create 
carries over into the field of business, where it takes partly 
a technological turn—for example, in an emphasis on techni¬ 
cal efficiency , quality of product, and effectiveness of organiza¬ 
tion. Thus a businessman may seek to lower costs and improve 
production methods not merely because of the higher profits 
which may ensue but also because of the desire to do a job 
well for its own sake. On the whole, this tendency may per- 

11 Alfred Sloan suffered no loss in prestige when he removed himself from 
General Motors* bonus plan, thereby reducing his total compensation sub¬ 
stantially. Nor did the total compensation of more than $300,000 paid to 
the vice president of a large merchandising concern in 1935 give that 
individual thereby the prestige in the business world enjoyed by the chief 
executives of some of our largest, most successful corporations who received 
a much smaller compensation. To cite another case, Walter Gifford’s position 
in the business world does not depend on the salary he receives, which, 
though large, is smaller than that paid the chief executives of a number 
of other companies. The crucial fact is Mr. Gifford’s position at the head 
of the largest non-financial business enterprise in the United States. 

11 This urge has been given a variety of titles. It was popularized by 
Thorstein Veblen as the “instinct of workmanship.” (See his The Instinct 
of Workmanshif (1914).) Taussig, apparently following McDougall, 
called it the “instinct of contrivance.” (See Inventors and Money-Makers , 
p. 11.) Some writers speak of a “creative instinct” or “creative impulse.” 

**As one example, among many, the following might be cited. Alfred 
Sloan is quoted as having said as early as 1927: “Making money ceased 
to interest me years ago. It’s the job that counts.” ( Fortune , March 1938, p. 
45.) This probably represents some overstatement, even in Mr. Sloan’s 
case. For most men “making money” for themselves is extremely important, 
but they would agree that “the job counts,” also. 
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haps be found somewhat more among corporation executives 
than among owner-entrepreneurs. 

Primarily the creative urge in business takes the form of 
seeking to develop a successful business enterprise. Success in 
business is measured by solvency and profits. The most im¬ 
portant criterion of “creativeness” in the business world, the 
primary yardstick by which the business leader measures the 
effectiveness of his work, is the size of his firm’s earnings. 19 

This is true of corporation executives as well as owner- 
managers operating their own enterprises. The executive will 
use profits in evaluating the results of his leadership, even if 
he is not an important owner of the business. The mere exist¬ 
ence of profits indicates that his work has been well done, 
though the earnings are distributed to others. 

The top executives of a large firm, however, are probably 
not as closely tied to the profits criterion of creativeness as are 
owner-managers. While they may lay primary emphasis on 
the yardstick of profits, they can follow their creative impulses 
in other directions, also, even if the result is not immediately 
realized larger profits for the firm. 

As we have already noted, there is a marked tendency 
among businessmen to identify themselves with their enter¬ 
prises, whether or not they are important stockholders. The 
propensity to identify oneself with a group or organization 
was one of the “economic motives” mentioned on page 305. 

This characteristic is an important factor in explaining the 
behavior of corporation executives, as well as of owner-entre¬ 
preneurs. The professional executive may think of himself 
as working more for “his” firm than for a large body of 
stockholders, most of whom are strangers to him. This is 

19 This suggests that the quality of modern business leadership can be im¬ 
proved, and business leaders induced to give more attention to the broad 
economic and social consequences of their leadership, not so much by 
strengthening the creative urge—which is already strong—as by establishing 
and educating businessmen to accept new criteria of what constitutes for 
the business leader “a job well done.” This would involve substituting the 
point of view of the economy as a whole for that of the firm or individual, 
at least to the extent that the former is not compatible with the latter. See 
also pp. 338-4.2. 
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more likely to be true if he has spent many years with the 
company. Not infrequently the corporation becomes a living 
entity on which the business leader (executive as well as 
owner) lavishes a devotion which is both selfish and self- 
sacrificing . 20 Profits are reinvested in the business for the sake 
of bigness and to protect the position of the company, and the 
interests of the stockholders may be given second place to 
the business leader’s conception of what is best for the firm 
itself . 21 

Thus, even among many corporation executives, ambitions 
of the individual business leader are likely to shift in part 
from the personal to the impersonal plane. Personal ambitions 
become transmuted into a powerful desire to serve the business 
enterprise itself as an independent and living entity. It is 
easier in many respects to direct one’s loyalty to the firm 
itself than to a large and, in good part, anonymous body of 
stockholders. The executive not infrequently tends to look 
upon the stockholders as outsiders, whose complaints and de¬ 
mands for dividends are necessary evils, which must be recon¬ 
ciled with what is considered best from the point of view of 
the business itself as a continuing institution having an exist¬ 
ence apart from that of its owners. 

Two consequences of this attitude among top corporate 
managements are a predisposition in favor of continued ex¬ 
pansion and a general unwillingness to liquidate unsuccessful 
enterprises. We have already commented upon the effects of 
the power urge in leading to corporate expansion. The same 

80 Charles Schwab’s relations with Bethlehem Steel are one example. 
Schwab apparently looked on the company as in some sense belonging to 
him even after his stockholdings had been considerably reduced. He was 
also reported to have said, when he was 72 years old, that he would never 
retire from the company’s chairmanship. (See Arundel Cotter, The Story 
of Bethlehem Steel; New York Times , Jan. 15, 1931, Mar. 4, 1931, and 
Apr. 15, 19315 Fortune , April 1934, p. 196.) F. A. Seiberling, founder 
and head of Goodyear Tire and Rubber until 1921, also acted as if he and 
the company were one. (See H. and R. Wolf, Rubber , p. 450.) Both of 
these men were founders of their companies, but similar attitudes can also 
be found among many more “professional” executives. 

n See Herbert von Beckerath, Modern Industrial Organization , an Eco¬ 
nomic Interfretation (1933), pp. 14, 68-69, 71. 
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tendency arises to some extent out of executives’ identification 
of themselves with their firms. The firm as well as the individ¬ 
ual must be strong and powerful. Similarly, corporate manage¬ 
ments seldom consider liquidation an alternative to unprofit¬ 
able operations. The chief executive who has been long with 
his company rebels against the idea of “his” firm’s passing out 
of existence. Relevant here also is the vested interest the in¬ 
dividual has in his position in the company, and he will or¬ 
dinarily seek to preserve in reorganization proceedings . 22 

The desire for adventure and the urge to play the game for 
its own sake may be satisfied in the large corporation as well 
as in smaller enterprises managed by their owners. The stakes 
in large-scale corporate activity are high, and lack of owner¬ 
ship is not necessarily a bar to an executive’s getting a thrill 
out of the game of business. There is the thrill of playing for 
personal success, and also the thrill of playing for high stakes, 
even if with “other people’s money.” On the other hand, 
the large, mature firm—with its problems of internal organi¬ 
zation and its need to move slowly—may not be able to satisfy 
the more venturesome business leaders. Especially if increased 
government regulation and routinization of internal opera¬ 
tions are concomitants of growing size, the thrill of adventure 
involved in the direction of a large firm may be substantially 
diminished . 28 The larger and more successful the firm and the 
fewer the worlds yet to be conquered, the less scope does the 
corporation offer for the play of this motive. 

It is probable that the spirit of adventure is less strong 
among modern business leaders than among those of an earlier 
generation. The professionalization of management and some 
increase in social responsibility have led to a decrease in the 
desire for adventure for its own sake. The character and back¬ 
ground of our business leaders has changed, with the result 

* See, for example, SEC, Refort on the Study and Investigation ... of 
Protective and Reorganization Committees, especially Pt. 7, p. 11. 

” See Miriam Beard, A History of the Business Man (1938), pp. 723 ff., 
especially p. 727, for a somewhat overdrawn characterization of the effects 
of corporate size and bureaucracy on the character of modern business 
leadership. See also TNEC Monograph No. 11. 
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that greater emphasis is placed on education, training, and a 
“scientific approach” and less on rugged, venturesome, and 
frequently heedless individualism. 24 The desire for security 
seems to have increased, and the concomitant of a growing 
emphasis on security is a diminishing desire for adventure for 
its own sake. 

As we have seen, the large corporation caters effectively to 
this desire for security. The executive’s compensation is rela¬ 
tively stable, and he is likely to have a high degree of security 
of tenure. Wholesale purges of the executive ranks are rare, 
and top management, usually securely in control of the proxy 
machinery, seldom has to worry about retaining its position. 

The last of the motives mentioned on page 305, the altru¬ 
istic urge, needs only brief mention here. While the oppor¬ 
tunities in the business world for service to others are, in one 
sense, boundless, insuperable obstacles to giving free play 
to this motive arise from the exigencies of profit-making. 25 
Those who feel this motive most strongly are less likely to 
choose business as a career than public service or one of the 
professions. In general, the motive is strong among business¬ 
men chiefly in their non-business activities. Neither the large 
corporation nor the small business provides a great deal in the 
way of opportunities for the satisfaction of the altruistic urge. 20 

In some respects, however, the large corporation is provid¬ 
ing a setting within which greater stimulation of this motive 

* See F. W. Taussig and C. S. Joslyn, American Business Leaders, espe¬ 
cially Chaps. 15, 17, 20, for an analysis of the backgrounds of modern 
business leaders. The change in the character and background of the leaders 
of the old Standard Oil Trust as the first generation of leaders dropped out 
is described in Allan Nevins, John D . Rockefeller , Vol. 2, p. 443. 

15 Even as judicious a person as Taussig, who was far from being a 
muckraker, doubted the strength of the motive among businessmen, although 
he did express hope for the future. Inventors and Money-Makers , pp. 132-34. 

* It might be said that a business leader’s devotion to his enterprise repre¬ 
sents altruism of a sort, since it may involve some sacrifice of self for other 
reasons than conscious hope of personal reward. (See Taussig, Inventors and 
Money-Makers , p. 115.) We have already pointed out that such devotion 
may be self-sacrificing, but also selfish at the same time. In the text, we have 
in mind a broader type of altruism, in which the desire to serve others ex¬ 
tends beyond the enterprise itself. 
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may become possible. Management is becoming professional¬ 
ized, and leadership is being divorced from profit-receiving 
if not from profit-making. The economic ills of recent years, 
tendencies toward increased government regulation, and the 
Second World War have all forced businessmen, particularly 
large-scale business leaders, to widen their economic horizons 
and to accept, albeit reluctantly, increased social responsibili¬ 
ties. Out of these tendencies may result some increase in the 
positive desire of corporate business leaders to subordinate 
their personal interests and those of their firms to the welfare 
of the community as a whole. 27 

THE INCENTIVE SYSTEM OF THE LARGE CORPORATION 

It is clear that the large corporation offers a wide range of 
incentives to the executive group—from salary and bonus 
(chiefly salary) to a variety of non-financial attractions. How¬ 
ever, the traditional reward of the business leader—the profits 
arising from business ownership—is not a primary incentive 
to the majority of top executives in our largest corporations. 28 


” See note 39 on p. 342. 

** One might maintain that bonus payments are a form of profits and 
should be included with ownership income in evaluating the importance of 
profits to the executive. Without arguing the point, we may remark that: 
(1) salary is a much more important form of executive payment than 
bonus) (2) bonus payments have not caused executive compensation to vary 
as widely as company earnings* and (3) unlike profits, bonuses never become 
negative. (As a matter of fact, as we saw in Chap. 12, declining bonus 
payments are sometimes partially offset by increasing salaries.) 

The writer does not believe that large firms would be wise to use more 
extensively bonus and stockownership plans for executives. Such plans do 
not automatically convert salaried executives into owner>entrepreneurs, and 
they are too open to abuse to be worth the limited results likely to be achieved 
in stimulating large-scale leadership. We saw in Chap. 12 that it does not 
follow that stockholders always benefit from the use of bonus plans or 
suffer because such plans are not in effect in many companies. Bonus arrange¬ 
ments in some cases would widen rather than narrow the gap between 
executives’ and stockholders’ interests. The same can be said of the use of 
stock purchase options. As far as bonus plans are concerned, the correlation 
between individual bonus payments and the results of the leadership activity 
of particular executives is sufficiently tenuous that we may seriously question 
whether wider use of bonus payments would lead to a much more dynamic 
and flexible type of leadership. Where salary payments are sufficiently liberal 
to begin with, there is some Question also whether additional payments in 
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While it is true that the stockholdings of many high-ranking 
officials, chiefly in industrial companies, are substantial in dol¬ 
lar terms, executives generally rely more on their direct 
compensation than on the gains of ownership for their mone¬ 
tary remuneration. And, in terms of the personal desires 
which motivate businessmen, the non-financial attractions of¬ 
fered by the large corporation also frequently outrank profits 
as an incentive for the salaried business leader. 

Monetary compensation is becoming largely a minimum 
condition for attracting the necessary supply of business leader¬ 
ship in the large corporation. Executives’ salaries must be high 
enough to permit a generous standard of living and to en¬ 
able them to make financial provision for their families. 
Beyond this, however, the large corporation does not ordinar¬ 
ily have to provide remuneration large enough to satisfy, 
through the accumulation of a personal fortune, the desires 
for power and prestige. 29 Nor does the large firm have to offer 
its financial incentives in the form of profits to attract the 


the form of bonus provide as strong an incentive as do the various non- 
financial attractions that we have mentioned. 

If large American corporations are to use the bonus system more exten¬ 
sively, the following suggestions may be made. If bonus payments are to be 
related to total company earnings, the basic fixed salary should be very low. 
Otherwise the bonus becomes more a means of increasing average total 
compensation than a means of making compensation flexible. Secondly, 
bonus payments probably serve a more useful purpose in the lower, rather 
than the higher, executive ranks. For such lower ranking officials, it would 
be preferable to relate bonus payments to measures of individual performance 
(where this is possible) than to total company earnings. 

There is also doubt as to how far executive stock ownership plans can 
be successful in restoring the profit motive to professionalized business 
leadership in the large corporation. Executive ownership is not an effective 
incentive unless the gains from ownership are comparable in size with those 
received from salary and bonus. Where executives are not already important 
owners, it would be difficult to give them sufficient ownership without 
jeopardizing the interests of stockholders; and again the question would 
arise as to the relation between the reward and activities of particular 
executives. 

“Sometimes a large personal fortune is wanted for this purpose, and 
accumulated wealth may be desired for other reasons, also, for example, to 
provide particularly well for one’s family. However, a large salary pro¬ 
vides considerable opportunity for accumulating personal wealth, and the 
executive’s family can be further protected through life insurance. 
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necessary leadership. Given an adequate salary, the non-finan- 
dal incentives mentioned seem to provide a sufficiently strong 
inducement. 

The comparatively stable salary earned by executives and 
the non-financial attractions offered by the large corporation 
are both related in much the same fashion to the profits which 
accrue to the enterprise. The more profitable the concern, 
obviously, the larger are likely to be both monetary com¬ 
pensation and the non-financial attractions. But the correlation 
of both sets of rewards with profits is at best imperfect. The 
non-financial rewards, like salary, are relatively inflexible; 
they do not vary with every change in the company’s earn¬ 
ings; and, unlike the case of profits, there is not the constant 
possibility that gain will be succeeded by loss. On the other 
hand, there is not the same upper limit on the non-financial in¬ 
centives as has been imposed on salaries. The opportunities 
for personal power and for creative work are, if not limitless, 
certainly very great. In this respect, non-financial rewards may 
provide a more powerful stimulus than monetary compensa¬ 
tion to the business executive in the large corporation. How¬ 
ever, for a minority of more dynamic, aggressive business lead¬ 
ers, the non-financial attractions mentioned probably provide 
less of an incentive than do the personal receipt of profits and 
a large personal stake in the business. 80 

We have confined ourselves to a discussion of incentives 
available to executives. Non-officer directors receive very little 
monetary compensation. Their salaries are nominal (usually 
merely small fees for attending directors’ meetings), and they 
do not ordinarily share in bonus payments. 81 However, their 
stockholdings on the average are likely to be somewhat larger 
than those of executives, though still small as a fraction of the 

w In addition to profits, a controlling ownership interest in his firm 
provides the aggressive leader with the further stimulus that he is free to 
manage the concern largely as he pleases (subject to legal and other checks) 
and that he is not accountable to directors and stockholders to the same 
degree as is the executive without such ownership. 

See p. 290, above. There has been some tendency in recent years to pay 
salaries to directors, but the movement has not yet made much headway. 
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total stock outstanding. 82 Hence, so far as they are motivated 
by the prospect of personal financial reward, directors in the 
largest firms tend to be attracted more by the profits of owner¬ 
ship than by salaries and fees. The desire to protect their stake 
in an enterprise—and the stake of friends and relatives—is 
the chief reason a number of men accept directorships. 

While directors may generally look more to their owner¬ 
ship than to nominal salaries and fees for their financial re¬ 
ward, the stockholdings of most directors are not very large. 
The evidence presented in Chapter VI suggests that only a 
minority of the non-officer directors of very large firms serve 
on boards because of large stockholdings owned either by 
themselves or by interests they represent. Most outside direc¬ 
tors are probably motivated by one or both of two factors, 
in addition to the stockholdings they may own or represent— 
their (chiefly financial) interest in some activity affected by 
the corporation’s operations (bankers are an example) and by 
such non-financial incentives as power, prestige, or friendship 
for and loyalty to a particular group of individuals. While it 
obviously cannot be precisely evaluated, the non-financial 
stimulus is unquestionably very important for a great many 
directors. On net balance, the personal receipt of profits is 
probably not the primary incentive for the majority of non- 
officer directors in the large corporation. As we saw in Chapter 
VI, the amount of leadership by these men, whatever their 
incentives, is very limited. 

Among the interest groups in a position to act as business 
leaders in the large corporation, only the stockholding group 
finds in profits its chief incentive. Here the primacy of the 
“profit motive” is unquestioned. A minority group’s interest 
in a firm arises out of its ownership, and the influence and 
leadership of the group is directed toward protecting this 
interest and in maintaining and enhancing the profits it re¬ 
ceives from the firm. The minority group which actively par¬ 
ticipates with management in business leadership represents 

“ Sec the table on p. 27, above. 
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one of the closest approximations the large corporation offers 
to the profit-receiving entrepreneur. 88 Even this is only an 
approximation. The leadership role of the minority group is 
ordinarily limited, and a good part of the profits of the firm go 
to the other, less active stockholders. 

u A closer approximation would be the chief executive owning a substantial 
fraction of his company’s stock and thus relying far more on profits than 
on salary for his income. Such cases exist, but they are not numerous among 
our largest corporations. 



CHAPTER XIV 


THE PROFESSIONALIZATION OF 
BUSINESS LEADERSHIP 

In Chapter I, we stressed the importance of the function 
of business leadership in our complex, dynamic, and closely 
articulated economic system. We emphasized the fact that, 
particularly in the large firm, the business leader’s decisions 
are not necessarily predetermined by underlying economic 
forces. What he does and the decisions he makes depend in 
part upon the kind of person he is, the leadership organization 
within which he operates, the institutional pressures which 
bear upon him, and the incentives to which he reacts. The 
wider the range of alternatives which underlying economic 
forces leave open to the business leader, the more important 
are the institutional, organizational, and personal factors men¬ 
tioned to an understanding of why our business leaders act 
as they do. We therefore asked the question: Who does exer¬ 
cise the function of business leadership in the large corpora¬ 
tion, with its hierarchy of delegated responsibility and with 
a variety of groups competing for power and influence in the 
firm’s affairs? Part II was devoted to answering this question. 
We considered in turn the leadership activities of executives, 
directors, and each of the important interest groups associated 
with the large corporation. 

Our chief findings in this connection have already been 
stated. In the very large corporation of today, the main ele¬ 
ments of business leadership are exercised by the executive 
group. This general conclusion is subject to some, but essen¬ 
tially only minor, modifications as a result of our study of the 
power, influence, and activities of directors, minority stock¬ 
holders, bankers, and the other groups considered in Chap¬ 
ters X and XI. 

When we speak of the “executive group,” the second of 
these two words needs to be stressed. The chief executive is 
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the most important single figure in the large corporation, but 
he is only one of a sizable body of professional managers who 
individually and collectively make the decisions and provide 
the co-ordination that give unity and direction to the firm’s 
activities. 

; The primary responsibility for business leadership in the 
large corporation has devolved upon a group of men who are 
professional managers. Their position is not achieved through 
ownership. They are salaried experts, trained by education and 
experience in the field of management. Though only salaried 
managers, they find themselves responsible for making the 
decisions which affect not merely the dividends their stock¬ 
holders receive but also the prices consumers pay, the wages 
their workers earn, and the level of output and employment 
in their own firms and in the economy as a whole. 

As far as the facts are concerned, there is nothing startlingly 
new about these conclusions. They have been sensed by the 
man in the street, and they are part of the everyday experi¬ 
ence of those closely associated with big business. The detailed 
picture, however, has not been presented before in systematic 
form, and it has been obscured by loose generalizations about 
the “control” exercised by influential banking and stockhold¬ 
ing groups. It is probably safe to say that the full extent to 
which professional executives have assumed the mantle of 
business leadership has not been adequately appreciated, either 
by economists or by the public generally. 

The analysis of the preceding chapters has been con¬ 
fined to the very large corporation, particularly to the 
giants with assets of 50 million dollars or more. Chapter II 
indicated how important this segment of the business com¬ 
munity is. Actually, of course, our findings are also applicable 
in some measure to a great many firms smaller than the giants, 
especially to those whose securities are fairly widely held. 
Observation of the business scene indicates clearly that delega¬ 
tion of decision-making within management, the power of the 
executive group and the relative passivity of directors, the 
incentive system described, and our conclusions with respect 
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to the power and activities of the various interest groups are 
not confined exclusively to the very largest corporations. In 
general, the smaller the firm and the more closely held is 
its stock, the less should we expect that the leadership condi¬ 
tions we have described would hold. Of course, not all 
concerns of a given size and a given degree of diffusion of 
ownership will operate under the same set of leadership condi¬ 
tions. The situation varies from firm to firm. 

In the remainder of this chapter we shall be concerned 
with some of the economic implications of the professionali¬ 
zation of business leadership in the large corporation. The 
extent of the transfer of the leadership function to salaried 
managers, the way in which these executives operate, the rela¬ 
tive passivity of directors, and the strength or weakness of the 
various interest groups raise important questions concerning 
the functioning of our private enterprise economy, the distri¬ 
bution of powers within the corporation, and the impact of 
larger-scale enterprise upon public welfare. 

Thus the “problem” of the small stockholder has oc¬ 
cupied public attention for more than a decade and was in 
good part responsible for the federal securities legislation of 
1 933-34. Not a little has also been written about the present 
anomalous position of the board of directors. Outside of 
management circles, it is generally accepted that the power 
of the executive group needs to be curbed if stockholders are 
to be adequately protected. It is also generally assumed that 
the board of directors should be revivified as an active and 
independent decision-making body, although, as we shall see, 
there are serious difficulties in putting such a proposal into 
effect. 

These are broad questions of economic policy, full considera¬ 
tion of which lies outside the scope of our study. 1 But the 
extent to which business leadership has become lodged in the 

1 Another broad question which also lies outside the scope of this study 
and which we can only mention here concerns the social and economic impli¬ 
cations of the declining importance of the owner-entrepreneur as a social 
class under capitalism. For some provocative remarks on this subject, see 
J. A. Schumpeter, Capitalism, Socialism } ant Democracy (1942), Chap. 12, 
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executive group has a bearing upon these questions, and we 
shall have to comment upon them briefly in this chapter. 

First, however, let us consider another important question. 
; Granted that leadership decisions in the large corporation are 
( made primarily by professional executives, are the decisions 
f which these men make likely to be any different from those 
which an owner-entrepreneur would make in the same circum¬ 
stances? We have already stated that there may be a difference. 
Without attempting an exhaustive analysis, we need to look 
into this question a bit more closely. 

FACTORS AFFECTING DECISION-MAKING BY 
PROFESSIONAL EXECUTIVES 

Our reasoning about the working of a private enterprise 
system has long been predicated on the assumption that the 
business decisions entering into the leadership function are 
made by owner-entrepreneurs seeking to maximize profits 
for their firms and thus for themselves—or at least, if concerns 
are not managed by their owners, that business leaders will 
make exactly the same decisions as profits-maximizing owner- 
entrepreneurs would have made in similar circumstances. 
While not an unreasonable assumption to make regarding 
business behavior in a profit system, this is clearly only an 
approximation of the facts, when we come to deal with the 
sort of leadership conditions prevailing in the modern large 
corporation. 

Professional executives do not necessarily react to business 
^situations in the same way as owner-managers. The personal 
attributes, background, and training of the salaried manager 
are likely to differ from those of the owner-entrepreneur of 
an earlier day or of most owner-managers operating in the 
'modern industrial scene. The incentive systems to which the 
|two types of business leaders react differ in significant respects. 
Institutional pressures are by no means the same in the two 
cases. Finally, the transition from personal to professional 
management tends to invite more formal and ultimately more 
bureaucratic patterns of organization. These tend to grow in 
complexity with the size of the firm. It is in the giant corpora- 



PROFESSIONALIZATION OF LEADERSHIP 


3*i 


tion with which we are dealing that professional management 
is likely to depart to the greatest degree from the pattern of 
owner-leadership in the small business concern that has been 
the basis of much of our economic reasoning. 2 In the pages 
that follow we shall be concerned with this contrast—in which 
size, as well as professionalization as defined on page 318, 
plays a part. 

We saw in Chapters IV and V how far decision-making has 
been specialized and diffused through the various layers of 
management in the large corporation. In particular, a great 
deal of the initiation of decisions must come from the lower 
levels. Are lower-ranking executives as willing and able to 
pioneer and break from the beaten path as the individual 
owner-entrepreneur? 3 What are the effects of internal 
financial controls and other checks and balances, especially 
those inherent in large-scale organization, as plans are initiated 
at one level and thread their way upward for approval? Can 
functional and other departmental executives be expected 
always to give full consideration to the consequences of par¬ 
ticular decisions on the enterprise as a whole? It would be 
surprising if organizational conditions such as these did not 
frequently result in decisions significantly different from those 
which an owner-entrepreneur would make in response to a 
given set of underlying forces. 

There are also important differences between the responses 
and leadership activities of the chief executive and those of 
the owner-entrepreneur. We have noted the fact that the 
chief executive must stress the co-ordinating aspects of this 

* Of course, the larger the concern the less likely are we to encounter cases 
of owner-management. Indeed, bigness requires that some entrepreneurial 
decision-making be delegated to salaried managers. Large size inevitably 
professionalizes business leadership for two reasons. First, ownership tends 
to become diffused with increase in size of the firm, requiring a transfer of 
leadership from stockholders to salaried managers. Secondly, even if owner¬ 
ship is concentrated in one or a few persons, such owners of a very large 
concern would find it a sheer impossibility to make all the entrepreneurial 
decisions necessary—hence the need for some delegation to professional 
managers. 

'Assuming that the owner of the business himself were able to make the 
decisions at these lower levels. 



322 


LEADERSHIP IN THE LARGE CORPORATION 


job. This co-ordinating function, however, is of minor impor¬ 
tance to the ordinary owner-enterpriser who, just in proportion 
as his business is small and personal, can make the important 
decisions himself, thus reducing the co-ordinating function to 
a minimum. As a matter of fact, part of the co-ordinating job 
imposed upon the chief executive of the large concern is 
for the small business performed by the external forces of 
the market. 

The professional chief executive in the large corporation 
must attempt to co-ordinate the decisions of many lesser 
executives. The larger the firm, the more must original 
decision-making be delegated. What the chief executive 
approves depends in good part on what filters up to him 
for approval. And in exercising his approval function he is 
likely to apply very broad, particularly financial, criteria. 
Standards of solvency and liquidity not infrequently take 
precedence over those of profitability and efficiency. In the 
very large corporation, the size of the stakes often impels the 
professional manager to emphasize financial caution at the 
expense of imaginative and creative leadership. 4 The owner- 
enterpriser may be more willing to gamble his own money 
than the chief executive of a great corporation may be to 
jeopardize the financial empire of which he is trustee. The 
daring of the owner-entrepreneur may be checked by the 
investment or commercial banker, but the chief executive of 
the large corporation is more likely to feel the responsibilities 
of the financier upon his own shoulders. 

I In general, the bureaucratic tendencies inherent in large- 
j scale organization lessen the ability of professional executives 
to perform their functions effectively, even if they conscien¬ 
tiously seek to serve the best interests of the firm. Big business, 
like large-scale government, tends to suffer from a bureau¬ 
cratic stiffening of the joints. 5 The result is to impair manage¬ 
ment efficiency, to create inflexibility of operation and some 

4 These considerations are likely to hold even more for the board of 
directors, in so far as it is active, than for the chief executive. 

*See TNEC Monograph No. xx, Bureaucracy and Trusteeship in Large 
Corporations , Pts. 2 and 3. 
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resistance to change, and to increase the strain placed on the 
personal and leadership qualities of the chief executive. 

On the other hand, the professional manager’s emphasis 
on organization and the organizational techniques permitted 
by the size of the large corporation have contributed to man¬ 
agement’s efficiency and have permitted constructive programs 
to be carried through that would have been impossible other¬ 
wise. 6 The management structure within the large corporation 
has its positive as well as its negative side, so far as its 
effects upon business leadership are concerned. 

) In addition to problems of internal organization, top 
management in the large corporation must also deal with 
directors and with important outside interest groups. The 
“institutional environment” of the salaried executive, there¬ 
fore, differs from that of the owner-entrepreneur, particularly 
of the small concern. In many companies, of course, the role 
of the non-officer director is a nominal one. But where the 
influence or leadership of directors is important, the resulting 
business decisions may well reflect an undue degree of 
financial caution. On occasion, they may reflect interests, out¬ 
side the business, which particular directors wish to further. 

From his stockholders and perhaps from powerful banking 
interests associated with the firm, the chief executive of the 
large corporation is subject to pressures which the owner- 
entrepreneur avoids, although on occasion the latter may also 
have his problems with (chiefly commercial) banks. 7 The largel 
firm with outstanding securities is subject to more government 
regulation than the small owner-managed concern j its legal 
problems are more varied, hence the influence of the legal 
profession is greater $ and its management must ordinari¬ 
ly be more sensitive to public opinion. The results on 
decision-making are two-fold. These influences create addi¬ 
tional data which management must take into account in 
making its decisions. Equally important, the character of the 

* See what is said on p. 324, below, concerning the professional execu¬ 
tive’s scientific approach to business problems. 

T The owner-entrepreneur may also have occasional difficulties with part¬ 
ners or minority stockholders—as, for example, did Henry Ford. 
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chief executive’s job is affected. He must spend a substantial 
part of his time handling these and other external relations 
of the firm. For this reason, as well as because of the com¬ 
plexities of internal management organization, he must stress 
the co-ordinating aspects of his job and leave largely to sub¬ 
ordinates the initiation and to some extent even the approval 
of important operating decisions. 8 

No two business executives are exactly alike. Nonetheless, 
there are certain characteristics which we can attribute to 
professional managers as a group, and these attributes condi¬ 
tion the business thinking and decision-making of the pro¬ 
fessional business leader. 

The modern corporation executive is better educated and 
in many respects better trained than the owner-entrepreneur 
of an earlier or even the present day. 9 With this education 
and training has gone a marked development of a scientific 
approach to business problems, as evident in the increasing 
emphasis on careful planning, the use of advisory and re¬ 
search staffs, the development of accounting techniques and 
budget procedures, the attention being paid to problems of 
internal organization and executive personnel, and so on. 10 
| Among some professional executives, scientific caution may 
/degenerate into a tendency to play safe. They do not receive 
the profits which may result from taking a chance, while 
their position in the firm may be jeopardized in the event of 
serious loss. 11 This is an aspect of the bureaucratic tendencies 

* These considerations regarding the importance of external pressures hold 
not only for the giant concerns we have studied but also for many corpora¬ 
tions in the smaller size brackets. 

f The educational backgrounds of the presidents of ioo large corporations 
are summarized in Fortune, February 1940, p. 61. See also F. W. Taussig 
and C. J. Joslyn, American Business Leaders (1932), Chap. 17, for further 
data on the backgrounds of corporation executives. 

“Many large and small concerns, including those managed by their 
owners, acquire a good deal of specialized managerial services from ac¬ 
counting, management, sales promotion, and similar service companies, and 
also through trade association channels. Thus many untrained businessmen 
can benefit in some degree from the knowledge of trained experts without 
needing to hire them full time. Nonetheless, it is generally true that the 
scientific approach to management problems is most marked among the 
larger firms well staffed with trained professional executives. 

“ For further discussion of the tendency among salaried managers to play 
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’^mentioned previously making for inflexibility and some re¬ 
sistance to change. 

1 In spite of the better education and training of the pro¬ 
fessional executive, his general business background may not 
be as wide as that of the man running his own business. In 
the lower executive ranks, it is particularly likely to be narrow, 
while the chief executive himself is apt to have come up 
through the ranks and to have devoted most of his career to 
one or a few functions. Even at the top, the latter may continue 
to be primarily a specialist in his decision-making; hence the 
dependence on influential directors and bankers for advice, 
the development of advisory staffs, and the great reliance on 
management committees and group decision-making. 12 
I Of course, the greatest contrast between the professional 
[manager and the owner-entrepreneur lies in the character of 
’their respective stakes in the business. A considerable literature 
has developed concerning the implications, especially from 
the point of view of the stockholder, of the separation of 
management and “control” from ownership. 

As we saw in Chapter XIII, management’s small stock¬ 
holdings have significantly diminished the strength of the 
profits incentive among professional business leaders, and 
this has been accompanied by a strengthening of the various 
non-financial attractions which the large corporation has to 
offer. For example, satisfaction of the creative urge and 
professional interest in the job compete with profit-making 
as a guide to action, although profits for the firm remain the 
primary criterion. Power and prestige for the individual 
executive are not dependent on the personal receipts of profits, 
and they are only loosely correlated with profits for the 
firm. 18 

These considerations regarding incentives raise important 

safe, see P. S. Florence, The Logic of Industrial Organization , pp. 197, 219, 
224-25. For an overdrawn statement of the same sort of tendency, see 
Miriam Beard, A History of the Business Man , p. 727. The tendency to play 
safe is, as has been noted, also found among* directors. 

n For further discussion of the limited backgrounds and experience of 
professional executives, see TNEC Monograph No. 11, pp. 46, 49-50. 

See the discussion of non-financial incentives in Chap. 13. 
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questions. Do professional managements seek always to 
maximize profits for their firms, and is their distribution of 
earnings always equitable to stockholders and such as to 
facilitate the smooth functioning of the economic system? 14 
Equally important is the broader question as to what role 
profits may play in a private enterprise system if they are not 
the reward for active business leadership. These matters were 
touched on in Chapter XIII, and we shall revert to them 
again later in the present chapter. 

SOME POSSIBLE ECONOMIC EFFECTS OF PROFESSIONALIZ¬ 
ING BUSINESS LEADERSHIP 

Basically, the characteristics of large-scale professionalized 
business leadership outlined in the preceding section may 
affect entrepreneurial decision-making, and hence the function¬ 
ing of the economy, in either of two ways. As we have already 
suggested, there may not be the same emphasis on maximizing 
profits for the firm and the stockholders, as we should expect 
from a proprietor running his own business. 15 If this is the 
case, not only is the stockholder affected but, more important, 
the economic system does not behave entirely in accordance 
with the profit rules under which it is supposed to function. 
Secondly, even if we assume for the moment that professional 
managers do seek always to maximize profits, the leadership 
conditions under which they operate may still result in 
decisions significantly different from those which would have 
been reached under a different set of leadership conditions. 
For example, complexities of internal organization may pre¬ 
vent management from exploiting fully every profit oppor¬ 
tunity j or the more scientific approach of professional man¬ 
agers may uncover investment opportunities that might have 
escaped the old-fashioned type of owner-entrepreneur using 
hit-and-miss methods. 

14 See, for example, N. S. Buchanan, The Economics of Corf orate Enter- 
frise (1940), pp. 448-49. Buchanan concludes that, on the whole, the 
economic effects of the separation of ownership and management are not 
particularly significant. 

“Actually, two issues are involved here. Management may not seek to 
maximize profits for the firm. Secondly, given total profits, it may divert 
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We run into difficulties when we try to evaluate in 
greater detail the effects on decision-making of the leadership 
conditions in the large corporation. What can be said lies 
almost entirely in the field of conjecture $ factual evidence is 
largely lackingj and the tendencies which seem to be at work 
do not all point in the same direction. 

We have already stated our opinion that the goal of profit¬ 
making, while still paramount, has been weakened in the large 
corporation. In view of management’s small ownership and 
the incentive system described in Chapter XIII, it would be 
surprising if this were not the case. The delegation of much 
decision-making to specialists in the lower executive ranks, 
professional characteristics emphasizing security of tenure 
and interest in the job for its own sake, and possible pressures 
from non-management groups put further obstacles in the 
way of complete adherence to the goal of profits-maximization 
for the firm as a whole. 

The profits criterion can never be disregarded by salaried 
executives. As a minimum, it is necessary to keep directors and 
stockholders passive. 16 Beyond this, however, the executive 
group may or may not seek, with every decision to be made, 
to enlarge profits still further. There is considerable oppor¬ 
tunity to follow other goals. Today, executives are not likely 
to use extensively the criterion of maximum financial gain 
for themselves. 17 But they may very well adopt, at least in 
part, such criteria as personal position and power, the desire 
to see the firm larger, or even more socially desirable goals 
such as the welfare of workers, consumers, or other broad 
groups. Perhaps more important, they may seek to some 

some part of them away from stockholders. We are interested chiefly in 
the first of these problems. 

,# We saw in Chap. 8 how impotent most stockholders are. But directors 
and large minority stockholders can and on occasion do intervene when 
profits results are particularly unsatisfactory. 

"Today executives are prevented by law from trading in and out of 
their own stock on the basis of “inside” information. A minority, however, 
exploit their positions to secure the largest possible salary and bonus for 
themselves. Other opportunities for maximizing personal income also exist. 
In general, however, executives are much more restrained in this respect 
than they were before the thirties. 
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extent to play safe and to avoid some of the change and 
uncertainty which result from assiduous pursuit of every 
possible opportunity to increase profits further. 

To the extent that salaried executives do not take advantage 
of every change in profit opportunities, an additional element 
of inflexibility is introduced into the large corporation’s 
responses to changing conditions—over and above the inertias 
normally inherent in large-scale organization. In short, such 
managements are likely not to be as sensitive as they might 
to short-period changes, which are continually occurring in 
market conditions and profit expectations—price behavior and 
other economic variables being affected accordingly. 18 In this 
connection, large-scale business leadership has shown a marked 
tendency to concentrate upon long-term strategic considera¬ 
tions, particularly on maintaining the competitive and fi¬ 
nancial position of the firm. Prices may be maintained or 
changed, for example, not so much with the specific aim of 
maximizing profits over some period as to protect a competi¬ 
tive position over the very long run, or investment decisions 
may be based on a variety of financial and strategic considera¬ 
tions, not all of them concerned with a precise balancing of 
expected returns against cost. 19 Even long-period profit calcula¬ 
tions may be subordinated to such considerations as protecting 
the firm’s position in the industry, plans for further growth, 
maintenance of a liquid position, and so on. 20 

When we turn to particular types of business decisions— 
investment and price decisions, for example—it is not easy to 

** In so far as directors are active, they are likely to add little if any¬ 
thing to making the large firm more sensitive to short-period changes in 
profit opportunities. 

19 Owner-managers also use such criteria where the size of their firms or 
other advantages give them the opportunity to do so. However, they are 
more likely than professional executives to link their strategy directly to 
some concept of maximum profits for the firm, and they are also likely to 
pay more attention to short-period market changes. 

* Executives and many economists would argue that emphasis on these 
“strategic considerations” merely represents a far-sighted evaluation of 
profit opportunities over the long-term future. They would argue that 
maintaining or enlarging the firm’s share of the market (say, through the 
formulation of certain price policies) was merely a way of maintaining or 
enlarging profits in the long run. This may be true in particular cases. But 
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assess the significance of the leadership conditions prevailing 
in the large corporation. If we are to have full employment, 
business leaders must maintain the volume of private invest¬ 
ment, and, to make such investment possible, they must 
continue to pioneer—with new products, new production 
techniques, and so on. Is the professional business leader likely 
to do a better or worse job in this respect than the owner- 
entrepreneur? The evidence is contradictory. 

Offhand, we should expect that the tendencies making 
toward a less dynamic type of leadership in the large corpora¬ 
tion would have a depressing effect upon the volume of 
private investment. Professional executives, emphasizing care 
and caution and reacting only imperfectly to the lure of 
profits, may be slow to exploit new and unfamiliar lines of 
activity, and even investment in familiar channels may be 
temporarily postponed if the risks involved seem to be sub¬ 
stantial. 21 The desire to play safe is likely to be particularly 


emphasis on these broad strategic considerations may also represent, con¬ 
sciously or subconsciously, a desire to manage a bigger firm and other 
motives related only indirectly to profits maximization over any period 
whatsoever. Further, certain non-profit criteria may come to be accepted 
as representing short-cut approximations to the criterion of maximum profits 
for the firm. Thus maintaining the firm’s position in the industry may be 
the chief criterion used in determining price policy because this is con¬ 
sidered the most effective way of maintaining or enlarging profits over 
the long run. However, these short-cut approximations tend to be accepted 
unthinkingly by executives and are frequently used without further con¬ 
sideration as to whether future profits are in fact always furthered thereby. 

The need of negotiating with organized interest groups also requires the 
use of broad, strategic criteria which often cannot be readily translated 
into a quantitative effect on profits. Management’s decision, for example, to 
accept or reject a proposal for a “closed shop” or to grant a particular 
wage increase may be made with a view to the “best interests of the firm,” 
but it would be difficult indeed to translate the qualitative considerations 
which entered into the final decision into any clear-cut forecast of the 
probable effects on future profits. 

” It is possible, of course, that dealing with “other people’s money” may 
lead an executive to place a lower valuation on investment risks than would 
an owner-entrepreneur hazarding his own capital. I have already indicated 
my opinion, however, that the reverse is more likely to be the case today 
in the large corporation. The factors making for caution and financial 
conservatism among salaried executives are likely to outweigh any pro¬ 
pensity to take chances because they personally do not stand to incur the 
losses that may be involved. 
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important during depressions, but it may evidence itself during 
other phases of the business cycle. 22 

The bureaucratic nature of large-scale organization also 
tends to be a restraining factor in this respect. A substantial 
distance separates the chief executive from the lower ranks 
of the executive hierarchy, whence must come much initiation 
of investment decisions, and internal financial controls and the 
checks and balances inherent in such an organization militate 
against prompt exploitation of investment opportunities. 

On the other hand, some characteristics of a professionalized 
business leadership should tend to stimulate investment. 28 The 
professional executive’s emphasis upon industrial and commer¬ 
cial research has opened up investment opportunities that 
would have been missed by an earlier generation of business 
leaders. Modern management methods, emphasizing full 
knowledge of the facts and careful estimation of costs and 
prospective revenues, may uncover investment opportunities 
promising moderate returns that would have been over¬ 
looked by business leaders not employing such modern tools. 
On the other hand, more careful reckoning of probable costs 
and returns may lead the professional executive to reject 
investment possibilities that the old-fashioned entrepreneur 


Such lack of risk-taking- leadership as may be evident in the large corpo¬ 
ration is not confined to the executive group. Directors also show a tendency 
to play safe, to emphasize the state of the firm’s treasury, and generally 
“to make decisions that will at least keep their own records clear.” 
( fortune , February 1940, p. 108.) Even more than executives, directors 
have personally little to gain and much to lose from approving decisions 
involving a high degree of risk. Among the outside interest groups dis¬ 
cussed in earlier chapters, the considerable influence of bankers may also 
be exerted to restrain risk-taking investment, although the desire of some 
bankers for new business may on occasion lead them to press management 
to undertake unwise expenditures. 

** However, the large firm does not hesitate in depressions to introduce 
technical improvements which lower costs but which do not involve sub¬ 
stantial expenditures or much risk. While not necessarily involving much if 
any net new investment, these operating economies may put the firm in a 
good position to exploit new investment opportunities in the late stages of 
depression and to some extent may offset the lack of risk-taking initiative 
mentioned in the text. 

* Of course the mere size of big business, apart from the nature of its 
management, creates a situation favorable to investment. The size and 
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might have accepted because of the possibilities of large gain if 
the venture succeeded at all. The profit-receiving entrepreneur 
is likely to overvalue small probabilities of large returns. 

Long-range planning and the professional executive’s 
ability to ignore to some extent short-run profits expectations 
may lead to the undertaking of some long-run projects that 
might not have been made if attention had been concentrated 
on short-run problems. Further, as noted in Chapter XIII, 
the urge for greater personal power and prestige and the 
tendency to identify himself with his enterprise may lead 
the professional executive to continue expansion even in the 
face of declining profits prospects. 

This urge to expand may result in some maldistribution of 
investment in the economy as a whole. Frequently cited in 
this connection is the supposed tendency of large-scale corpor¬ 
ate managements to retain an undue share of earnings in their 
enterprises. If retention of earnings goes so far as to bring 
the rate of profit on further increments of investment in a 
particular firm below what could be earned by stockholders 
through investment in other directions, capital is not being 
ideally allocated. 24 There is probably a tendency in this 
direction among the managements of American corporations. 25 
But the tendency may be no stronger than among many owner- 

financial resources of a large firm mean that risks can be spread j no single 
undertaking needs involve a very large part of the concern’s capital} and 
hence the “marginal value” of the funds tied up in a given investment is 
less than to a smaller concern. The large firm also will have more ready 
access to the capital markets, and at lower cost, than the smaller concern j 
its cash and credit resources permit it to undertake projects beyond the 
financial means of the smaller company} and it can utilize financial pro¬ 
cedures and devices which the small firm cannot so readily employ. 

34 Obviously, retention of earnings in the business does not mean that 
real investment necessarily increases correspondingly. The “reinvested” 
earnings may go, in some part, into increases in cash or securities or into 
purchases of existing rather than new fixed assets and inventory. 

“See N. S. Buchanan, “Theory and Practice of Dividend Distribution,” 
Quarterly Journal of Economics, Vol. 53 (1938), pp. 64 ff.} also by the 
same writer, The Economics of Corf orate Enter f rise y Chap. 9. Various other 
writers have questioned the advisability and profitability of reinvestment of 
earnings on the scale practiced by many American corporations, and they 
have also called attention to the non-financial incentives which may lead 
corporate managements to reinvest earnings. As Buchanan points out 
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entrepreneurs, whose devotion to their firms may lead them to 
continue to plow back earnings (or even to invest new capital) 
when larger returns could be secured elsewhere. 

What is the net effect of these conflicting tendencies upon 
the volume of new investment—in particular firms and in the 
economy as a whole? It is impossible to say in the absence 
of more indication as to the relative weight to be attached 
to the various factors mentioned. It is clear, however, that 
professionalized business leaders in the large corporation do 
not necessarily make the same investment decisions as would 
an owner-entrepreneur confronted with the same set of under¬ 
lying conditions. 28 It is also clear that certain characteristics 
of large-scale professionalized leadership tend to restrain the 
free flow of investment and innovating decisions. Anything 
done to remove or offset them would tend to stimulate the 
volume of private investment. 

Similar uncertainty surrounds the question as to whether 
these tendencies accentuate or mitigate the instability inherent 
in the economic system. The effects on economic stability of 
some of the factors mentioned in the preceding pages are not 
altogether clear; and where the effects are obvious, we do 
not know to what extent the conflicting tendencies offset each 
other. 27 


(“Theory and Practice of Dividend Distribution,” pp. 71 ff.), it is 
practically impossible to test statistically the profit results which ensue 
from reinvestment of earnings. 

** The owner-entrepreneur of a small concern, of course, would never be 
confronted with exactly the same set of underlying conditions as would the 
management of a large enterprise. The former would be much more re¬ 
stricted by his market environment, he would not have the same set of tech¬ 
nical and financial resources, and so on. (See, for example, note 23, above.) 
From this point of view, the contrast in the text is unrealistic. Nonetheless, 
it is significant and needs to be made. As pointed out on page 320, nearly 
all economic reasoning about our private enterprise system proceeds by 
asking what action a profit-maximizing owner-entrepreneur would take 
if he were faced with a particular set of underlying conditions. The pur¬ 
pose of our analysis is to show that the answers thus obtained are not 
necessarily the correct ones if the decisions are in fact made by profes¬ 
sional managers operating in a particular type of leadership organization 
and reacting to the array of incentives that we have described. 

” For example, conservatism and careful planning should result in the 
professional business leader’s avoiding some of the excesses of boom periods 
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We may feel somewhat more confident about our knowl¬ 
edge of the probable effects on price-making of the leadership 
conditions characteristic of the large corporation. In making 
their price decisions, corporation executives (consciously or 
unconsciously) undoubtedly follow in part other goals in 
addition to that of profit maximization. And even to the 

and should thus mitigate the effects of subsequent depressions. On the other 
hand, tendencies toward reinvestment of earnings and overexpansion and 
toward avoiding risk-taking in depression may have the opposite effect. 
Some inflexibility in the large Arm’s responses to changing conditions may 
accentuate maladjustments and tend to lengthen or deepen depressions. 
Further, the professional managers of our largest firms seem to be as 
susceptible as any owner-entrepreneur to waves of optimism and pessimism, 
although we should expect the professional manager’s scientific approach, 
his increasing familiarity with economic processes, and his tendency to take 
a long-run view of things to exercise a mitigating influence on the cycle. 
Schumpeter has called attention to the fact that in the large corporation eco¬ 
nomic progress and the entrepreneur’s innovating function tend to become 
depersonalized and automatized. (See Schumpeter, Capitalism , Socialism, 
and Democracy , pp. 132-33; also his Business Cycles , Vol. 1, pp. 96, 108- 
09). We have given some indication of the extent to which this is true. 
Following Schumpeter’s analysis, the “routinizing” of the innovating func¬ 
tion and growth of large-scale enterprise (his “Trustified Capitalism”) 
should significantly modify the factors giving rise to business cycles. ( Busi¬ 
ness Cycles , Vol. 1, pp. 96-97, 108-09, x 44“45> also The Theory of Eco¬ 
nomic Development , pp. 230, 253.) Presumably, in an economy of very 
large concerns under professional managements, innovations would be in¬ 
troduced more continuously than in an economy of small concerns; the 
process of adaptation would go on in part within individual firms and to 
that extent would not necessarily involve the serious competitive readjust¬ 
ments he envisages; very large firms can and do react to a new situation 
in ways different from small concerns which have less power to manipulate 
their environments; there would generally be less resistance to new ways 
of doing things, and hence the innovations would presumably be carried 
through more quickly and with less serious repercussions on the economy. 
Actually, so far as I can see, cyclical disturbances are not less severe today 
than they were when the very large firm was not particularly important, 
and waves of innovating and adapting investment show up in the very 
large as well as in the smaller concern. Professor Schumpeter does not 
think the giant firm yet covers a large enough sector of the economy 
to make his theoretical structure inapplicable, but in light of our findings 
in Chap. 2 we cannot agree with him in this. However, the fact that the 
large firm modifies his explanation of the way in which business cycles 
occur does not imply that wide cyclical fluctuations might not also occur 
in a world of large corporations, although in a different way. It is interest¬ 
ing to note that Schumpeter suggests that increasing familiarity of business¬ 
men with the cycle, along with “trustification,” is “the chief reason why the 
real crisis phenomena . . . are becoming weaker.” The Theory of Economic 
Development , p. 253. 
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extent that the profits goal is adhered to, executives will not 
necessarily make the same price decisions as would an owner- 
entrepreneur in the same circumstances. 

We have noted the leeway that executives have in adhering 
to the profits criterion. In view of this and the tendency of 
large-scale leadership to emphasize strategic considerations 
such as the firm’s position in the industry, prices are certain 
not to be altered with every change in market conditions and 
profits expectations. These tendencies making for price in¬ 
flexibility are strengthened by the probable disinclination of 
professionalized business leaders to pioneer in the field of 
price changes, particularly in view of the low level within 
management at which much initiation of price decisions takes 
place and the inertias and inflexibilities which result from the 
complexities of internal organization in large firms. In gen¬ 
eral, the leadership conditions created by the large corporation 
make for inflexible rather than flexible prices and for some 
dissociation of price-making from changes in costs and 
demand. 

Important price decisions are likely to be group decisions, 
in the making of which various individuals and departments 
participate. In the large firm, data regarding costs and de¬ 
mand “are not ordinarily transmuted into an entrepreneurial 
decision through a single mind guided by a total view of the 
situation} rather they are interpreted by various interests 
and emerge as a group decision influenced in important ways 
by the internal organization of the firm in question.” Rules- 
of-thumb and formal procedures determine at what levels 
and by whom different sorts of price decisions are made} this 
in turn affects significantly the range of considerations likely 
to be taken into account in making these decisions . 88 

Of course the competitive conditions surrounding large- 

**For discussion of some of the issues raised in this and the preceding 
paragraph) see Cost Behavior and Price Policy , prepared by the Committee 
on Price Determination for the Conference on Price Research (National Bu¬ 
reau of Economic Research, 1943), pp. 18-19, 43-47, 272-74. The quota¬ 
tion in the text is from p. 47 of this volume. Other factors not mentioned 
in the text and which cannot be fully examined here might also affect the 
price-making of professional executives. One of these is the professional 
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scale industry, entirely apart from the question of leader¬ 
ship organization and incentives, profoundly affect the 
executive’s price decisions. In considering pricing in the large 
firm, however, we need to take into account the leadership 
factors mentioned as well as such matters as company size, 
degree of concentration in the industry, extent of product 
differentiation, and other factors not directly concerned with 
leadership organization and personnel which are ordinarily 
cited in this connection. 

The reader may care to examine for himself the possible 
effects of these leadership conditions upon other fields of de¬ 
cision-making. In each case, account must be taken of considera¬ 
tions discussed in the preceding pages. How important these 
factors will be depends on a variety of circumstances. But given 
the latitude which the large corporation in any event enjoys in 
determining its course of action, its leadership setup—particu¬ 
larly its incentive system and its method of delegating and 
specializing decision-making—will in many cases significantly 
affect the kinds of decisions made and the consequent function¬ 
ing of the affected parts of the economic system. 

THE ROLE OF PROFITS IN THE LARGE CORPORATION 

Let us now consider further a question touched upon in 
Chapter XIII. With business leadership largely centered in 
the hands of salaried executives, what has happened to the 
functions which business profits supposedly perform in a 
private enterprise system? 

The concept of a “profits economy” implies that business 
profits perform two basic functions . 29 First, the business leader 
uses profits for the enterprise as his fundamental criterion in 

business leader’s increasing* desire for knowledge concerning the nature of 
his costs and of the demand for his product. 

The need for a more dynamic type of price-making in large-scale 
enterprise is examined in E. G. Nourse and H. B. Drury, Industrial Price 
Policies and Economic Progress, and by E. G. Nourse in Price-Making in 
a Democracy . Both of these volumes consider some of the problems of 
internal organization and external relations of the large firm with which 
the present study is concerned. 

29 Profits may be defined as the net income of a business remaining after 
all contractual costs are met. The peculiar attribute of the income is its 
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^guiding the firm’s activities. Prospective profits are the yard¬ 
stick according to which the desirability of possible lines of 
/action is measured. They perform this function whether they 
go to the business leader or to passive stockholders. Con¬ 
ceivably, profits could provide a measuring rod for this pur¬ 
pose even if they were appropriated by the government. 

Secondly, profits provide an incentive to the profit-receivers 
to perform some needed economic function. The important 
thing here is that a particular group benefits by receiving the 
earnings and is thereby induced to provide a productive 
service in return. The mere existence of profits on the com¬ 
pany’s books is not enough $ some group must have the right 
to claim them. 

While the tendencies mentioned in the preceding pages 
have impaired somewhat the ability of profits to perform the 
first of these two functions in the very large concern, basically 
profits and profit expectations continue to guide decision-mak¬ 
ing in the giant as well as in the small enterprise. The second 
function of profits, however, has been substantially modified 
in the large corporation by the separation of ownership and 
active leadership. Business leaders act without necessarily 
relying on profits for their reward $ and a good part of the 
profits earned by these giant firms—indeed the major part— 
goes to a group who receives it for doing something other 
than providing business leadership. 

| In short, the “profit motive” has taken on a new complexion 
jin the large corporation . 80 The goal of business leadership is 
(still profit -making but not profit -receiving. Profits still play an 

residual nature. Economists distinguish between “gross” and “pure” profits. 
The former is the entire net income. The latter is defined as the part of net 
income remaining after allowance for imputed “normal” returns on the 
owner’s capital and personal services) if any, and sometimes after further 
allowance for a risk premium. For the discussion of this section, “gross 
profits” is the appropriate concept. 

“The <c profit motive” is sometimes used to apply to the desire of any 
participant in economic activity, worker as well as business leader or 
capitalist, for money income, whatever its form. We mean by the “profit 
motive” the desire for a particular type of money income—profits as defined 
in the preceding footnote. For a discussion of the changing nature of the 
profit motive, see Nourse, Price Making in a Democracy , Chap. 4. 
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important role in guiding the exercise of the leadership 
unction, as we saw above, but what is involved here is the 
existence of profits—not their receipt by the business leader . 81 

If profits are not a necessary reward for the exercise of the 
|dynamic function of active leadership, what role do they as 
fpersonal income play in the large firm? 

| In the large corporation, profits must be considered a return 
[not for business leadership but for the supplying and risking of 
capital by owners (stockholders). Profits, by law, must go 
to the owners; in the large firm, the owners are not necessarily 
the active leaders; their only peculiar contribution for which 
the receipt of profits can be considered a return is the supply¬ 
ing of capital under particular conditions of risk-taking. 
Owners differ from other suppliers of capital in that they 
supply resources without contractual guarantees or preferred 
position as to income or repayment of principal. They are 
the residual claimants. 

Viewed in this light, dividends to relatively passive owners 
might better be termed “non-contractual interest” rather than 
profits . 82 The stockholder is a supplier of capital, like the 
bondholder. Both take risks, although those of the stock¬ 
holder are generally greater . 33 Both types of security holders 
expect to be rewarded for risk-taking. The bondholder 
demands a higher promised return from risky enterprise; the 

" The existence of profits, even though they go to others, also serves in¬ 
directly to stimulate business leadership by reinforcing various of the non- 
financial motives mentioned in Chap. 13. For example, profits are in 
part used as a standard of creativeness, and a position in a profitable concern 
offers greater possibilities of power and prestige than does a position in a 
company which is losing money or is on the brink of bankruptcy. The ex¬ 
tent of the correlation between profits, on the one hand, and monetary 
compensation and non-financial incentives, on the other, was discussed 
briefly on p. 314, above. 

"See R. A. Gordon, “Enterprise, Profits, and the Modern Corporation,” 
in Explorations in Economics: Notes and Essays Contributed in Honor of 
F, W, Taussig (1936), p. 314. 

" But not necessarily greater than those of bondholders in other concerns. 
For that matter, it does not take a peculiar set of value judgments to argue 
that the risks assumed by the stockholder are not as great as those borne by 
the average worker, particularly those arising from insecurity of em¬ 
ployment. In this connection, see Nourse, Price Making in a Democracy , 
pp. 41 and 89-90 note. 
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Stockholder takes in lieu of higher contractual income the 
{position of residual claimant to all income remaining after 
contractual guarantees are satisfied. Interest in the one case 
and profits in the other are both returns for the economic 
function of supplying capital with varying degrees of risk . 84 
u£ is true that the owner’s risks are of a somewhat different 
jkind than those of the creditor. Nonetheless, when ownership 
*is separated from active leadership, profits can no more than 
interest be considered a return for the dynamic function of 
creative leadership. 

The lessening importance of the profit motive in the large 
corporation carries with it certain dangers, which we have 
already noted. The more dynamic types of leadership tend 
to be discouraged j an added element of inflexibility is in¬ 
troduced into the firm’s responses to changes in its environ¬ 
ment j the business leader may to some extent be tempted to 
substitute personal gain for the profits of the enterprise as a 
criterion in decision-making. If business leaders are to adhere 
assiduously to the standard of maximum profits for the firm, 
society and stockholders must rely increasingly on legal and 
moral compulsions, a higher plane of ethics among corporation 
executives, and the operation of various non-financial in¬ 
centives, especially the creative urge . 85 

^Increasingly, however, we are expecting of our business 

“See, for example, Schumpeter, Business Cycles , Vol. i, p. 104; Nourse, 
Price Making in a Democracy , pp. 89 if. 

“ In view of the weakening 1 of the profit motive in the large corporation, 
the question might be raised as to whether it would not be desirable to 
extend the use of bonus and stockownership plans for executives. Through 
such procedures, it might be argued, the executive’s income would be more 
closely correlated with current fluctuations in profits, and the executive 
would be able to share more extensively in the pecuniary results of his 
leadership activities. Thus a more dynamic and flexible type of leadership 
might result, and the executive’s interests might be more closely correlated 
with those of stockholders. 

We examined this problem in Chap. 13 (note a8), where we concluded 
that, whatever the theoretical arguments for relating the executive’s income 
more directly to company earnings, the practical difficulties and objections 
could not be easily overcome, nor were the results that would ensue always 
obvious. These difficulties and objections exist even though management, 
rather than stockholders in the large corporation, ordinarily exercise the 
function which leads to the creation of profits. 
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leaders that they adhere to other goals in addition to that of 
maximum profits for the firm. Broader criteria—such as 
lower prices, maximum output, and, above all, stability and 
security of employment—are being imposed to some extent 
through government intervention and the pressures of 
affected interest groups. Business behavior guided by the 
profits criterion achieves some of these broader goals only 
imperfectly. This is probably most clearly evident in the case 
of stability of employment. To the extent that achievement 
of these non-profit goals does not follow automatically from 
use of the profits yardstick, they must of necessity be secondary 
for the business leader. Profits for the firm and stockholders 
stand as the primary criterion of the effectiveness with which 
he exercises his function . 88 

If, however, our economic system should ever evolve to a 
point where various of these broader non-profit criteria were 
fully accepted by or were more generally imposed upon 
business leaders, with such sacrifice in profits for the firm as 
should prove necessary, the system of incentives developed in 
the large corporation would need little change. The lessened 
spur of profits to active leadership would prove a positive 
advantage. A generous though relatively stable pecuniary 
compensation, security of tenure, opportunities for self-ex¬ 
pression in a job taxing one’s abilities, and the lure of power 
and prestige deriving from position rather than wealth are 
the chief incentives available to the business leader in the 
large corporation. These incentives are more conducive to 
leadership directed toward the broader criteria mentioned than 


M It may be argued that the conflict between some of these broader cri¬ 
teria and profits maximization need not be as great as appears to be the 
case. The point is sometimes made that, if businessmen saw more clearly the 
relation between their firms’ activities and the resultant behavior of the 
economic system, they might realize that closer adherence to some of these 
broader goals might also result in larger profits for their firms. This posi¬ 
tion is persuasively taken by E. G. Nourse in his plea for general acceptance 
by business, particularly big business, of a policy of low prices closely 
geared to large output and technological improvements. (See his Price 
Making in a Democracy .) For businessmen to behave in this way, it seems 
to me, there would have to be a single decision-making authority over the 
larger part of the business community. 
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they are to leadership aimed at maximum profits for the 
benefit of a relatively restricted group of which the business 
leader himself is not an important member. 

With respect to the smaller, owner-managed type of enter¬ 
prise, the issues raised in this section do not apply. While 
we may question the results which sometimes ensue from too 
vigorous a pursuit of the profit motive by the owner-entre¬ 
preneur, at least it is clear that here profits go to the business 
leader and thereby provide the primary spur to dynamic 
leadership in that type of concern. 

THE RESPONSIBILITIES OF BUSINESS LEADERSHIP 
i Mention of the goals toward which large-scale business 
leadership should be directed raises some basic questions of 
Economic policy. While the development of the large corpora¬ 
tion and the diffusion of corporate ownership have centered 
the leadership function in a group of professional business 
leaders, the objectives toward which these men should point 
their leadership are tending to become increasingly confused 
rather than clarified. And to the extent that there is agreement 
as to goals, the large corporation does not have an effective 
machinery whereby business leaders can be readily and con¬ 
tinuously held accountable for the attainment of these objec¬ 
tives. 

The business leader in the large corporation today finds 
himself in a somewhat anomalous position. Our legal institu¬ 
tions still impose upon him the primary obligation of seeking 
maximum profits for the firm and the stockholders. But he is 
also under strong pressure from various groups—bankers, 
minority stockholders, large competitors, labor, and so on— 
to further their particular sets of interests. Cutting across 
i these pressures is the growing demand, from the government 
, and the public at large, that the business leader adopt broad 
j social criteria, aimed at benefiting some of the weaker interest 
; groups and the economy as a whole, in exercising his leader¬ 
ship. To these various sets of goals we must add the personal 
aims of the business leader himself. These personal aims are 
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in no insignificant degree non-pecuniary in character, while 
the receipt of profits from stock held in his own firm tends to 
form but a small part of the business leader’s total money 
income. 

Governmental regulation has, if anything, added to this 
confusion. Broad objectives have not been clarified, nor has 
responsibility been fixed for their attainment. Much govern¬ 
ment regulation aims at the protection of particular interest 
groups j in relatively few cases are the over-all goals of 
corporate leadership defined clearly as a guide to government 
intervention . 37 Further, the increasing governmental controls 
affecting business leadership have evolved in an environment 
of property rights which has changed but little. The laws of 
private property, the dominance of the profit motive, and the 
theoretical sovereignty of the stockholder are all still basic 
parts of our institutional structure . 38 They limit the extent to 
which private business leaders can be held accountable for 
the fulfillment of non-profit goals. Our legal institutions and 
mores discourage the open avowal of objectives which seem to 
conflict with the basic criterion of profits and impose obstacles 
to acceptance by the business leader of other goals set up by 
government regulation or demanded by public opinion. 

Thus management can honestly protest, even without re¬ 
gard for its own personal interests, that governmental pres¬ 
sures aimed in certain directions force it to violate its basic 
responsibilities to its stockholders. When executives’ personal 
interests enter, consciously and unconsciously, the objections 
to the goals laid down by government may become even 
stronger. 

Hence, though the last decade has increased the emphasis 
on the broader social criteria of business leadership, and 
though our business leaders have gradually accepted some 
responsibility for the protection of the interests of labor, 

** An approach to a clear statement of the over-all objectives imposed 
upon regulatory agencies and private leadership is found in the railroad 
industry and, to a less extent, in other transportation and public utility fields. 

* Compare, for example, A. A. Berle, Jr. and G. C. Means* The Modem 
Corf oration and Private Property , Bk. 4, Chap. 1. 
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consumers, and the community at large, it still remains true 
that a unified and self-consistent set of objectives for the large 
corporation has not been clearly formulated. The modern 
business leader is without a clear-cut set of goals in which he 
himself believes . 89 

In some way, this conflict will eventually have to be re¬ 
solved. In clarifying management’s responsibilities to the 
various groups affected by the large corporation, it will also 
be necessary to redefine the powers cf these groups over 
management and to reconstruct the machinery for ensuring 
that management’s obligations and leadership objectives are 
adhered to. At present the actual distribution of powers within 
the corporation is not consistent either with legal theory or 
with some of the claims which business Jeaders themselves 
are coming to recognize. The executive group is stronger, and 
the board of directors weaker than the law assumes. Some 
interest groups—the insiders”—have a power which the law 
does not recognize at all. The power of the labor group has 
increased rapidly, but its ability to affect management de¬ 
cisions directly is limited. The mass of the consuming public 
is from one point of view the weakest group of all, although 
its collective influence in the market place is of course great. 
The body of stockholders stand in an anomalous situation. In 
one sense, their position is very weak, for unless they belong 
to a powerful minority group their ability to influence 

“In my opinion, the social and economic horizon of the modern pro¬ 
fessional executive is somewhat wider than that of an earlier generation 
of business leaders, although some conflicting tendencies are evident. Edu¬ 
cation and public opinion have increased the executive’s awareness of the 
broader implications of his work, and emphasis on the creative urge has 
grown with the professionalization of business leadership. On the other hand, 
the professional executive frequently tends to concentrate his attention on 
his position, his job, and his firm* and he may view his job wdth a crafts¬ 
man’s eye that does not take in all the broader implications of his work. 
Corporation executives also tend to align themselves with the wealthy and 
more conservative groups, and their thinking on broader issues is likely to 
reflect this association. 

The actual stand taken by corporation executives on various broad issues 
is reflected in the polls of executive opinion published in Fortune. (See also 
TNEC Monograph No. n, pp. 108-09, 116, 120-22, for some discussion 
of executives’ sense of social and economic responsibility.) Reports of an¬ 
nual meetings of various business associations, particularly the National 
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decision-making is narrowly limited. On the other hand, their 
position is in one sense very strong. By virtue of their rights of 
ownership and the primacy of the profits criterion, the corpora¬ 
tion is supposed to be run primarily for their benefit. 

Whatever redistribution of rights and powers may grad¬ 
ually evolve, the executive group will continue as the active 
business leaders in the large corporation. Unless they are to 
be the judges of their own achievements or failures, there 
must be a check from the outside. Management must be held 
responsible to the groups it exists to serve. The only con¬ 
tinuous and formal check at present, other than that exercised 
by government agencies administering particular types of 
regulation, is through the board of directors. The present-day 
board in the large corporation does not perform this function 
effectively. This raises the question as to what the board of 
directors can and should do—and whether as presently con¬ 
stituted it is capable of performing the functions that are or 
may be assigned to it. 

THE BOARD OF DIRECTORS AND ITS RELATIONS 
TO THE EXECUTIVE GROUP 

As we saw in Chapter VI, the board of directors as an 
independent body does not ordinarily exercise an important 

Association of Manufacturers, throw interesting light on the presence or 
(too frequently) the absence of a broad social outlook among top-flight 
corporate executives. Annual reports of large firms and the public utterances 
of important executives have in recent years contained increasingly frequent 
references to management’s obligations to workers and customers as well 
as to stockholders. Although many such statements are not to be taken literal¬ 
ly, they undoubtedly reflect an increasing awareness of management’s broader 
responsibilities. Since America’s entry into the Second World War, corpora¬ 
tion executives and the leaders of business groups have shown somewhat 
greater willingness to accept broad responsibilities, for example, with respect 
to maintaining full employment and avoiding the maladjustments to be 
expected in the immediate postwar period. In this connection, the organiza¬ 
tion and work of the Committee for Economic Development, headed by 
Paul G. Hoffman of Studebaker Corporation, is significant. (The com¬ 
mittee’s activities may be followed in its monthly bulletin, C.E.D. News; 
see also R. A. Brady, “The C.E.D.—What Is It and Why,” Antioch 
Review, Vol. 4 (1944), pp. 21-46). It is not unfair to say, however, that 
the typical corporation executive’s sense of economic and social responsibility 
is neither as keen nor as broad as it should be in view of the ramifying 
effects of his leadership upon the economic welfare of various groups in 
the economy. 
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part of the leadership function in the large corporation. In 
so far as they are active, outside directors are primarily finan¬ 
cial and business advisers, adding their judgment and ex¬ 
perience to that of the executive group but, for the most 
part, leaving to the latter the job of making the leadership 
•decisions. 

j In the opinion of many executives, the development of 
large-scale industry and its concomitant separation of owner¬ 
ship and management have made it inevitable that business 
Readership should be the responsibility of full-time profes- 

! ional executives, not of infrequently meeting, unpaid direc- 
ors having only a superficial knowledge of the business. Many 
>fficials feel that more active participation in decision-making 
by the board of directors would interfere with the doing of a 
^ood job by management itself and would create conflict be¬ 
tween directors and executives . 40 

\ On the other hand, many non-business observers emphasize 
the missing link in the chain of control between executives 
and stockholders. They point to the fact that the board exists 
to represent and protect the interests of the stockholders, and, 
to a less extent, of the community at large. To protect these 
interests, they maintain, the board itself must formulate the 
objectives of the business, control decision-making by man¬ 
agement, and interpret management’s responsibilities to stock¬ 
holders and others. At the same time, it is added, restrictions 
should be placed on management’s power, through the proxy 
machinery, to select directors at will, and directors must be 
made to recognize more clearly their own fiduciary relation¬ 
ship to stockholders. With the typical passive board, selected 
by management itself, there is no adequate check on the 

40 Compare the Conference Board’s summary of opinions received from 
executives regarding the proposed use of professional directors. (National 
Industrial Conference Board, Prevailing Practices Regarding Corporation 
Directors , Studies in Administrative Control No. 2, pp. 9-10 j see the same, 
pp. 20-22). However, another recent study reports that “the attitude of 
various top executives to the idea of professional directors is surprisingly 
favorable.” (P. E. Holden and others, Top-Management Organization and 
Control , Stanford University Press, p. 223.) The same study (p. 224) does 
cite the frequently expressed fear that professional directors “would invade 
the province of executive management.” 
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jexecutive group. By default, management is made the judge 
,of its own responsibilities to stockholders and the community 
;—subject only to such outside pressure as some recent legisla¬ 
tion, the spasmodic influence of public opinion, or, occasionally, 
action by stockholder groups. 41 

) Various suggestions have been offered to make the board a 
; stronger and more active group. One proposal is to offer ad¬ 
ditional inducement to able men to become directors and to 
take a more positive interest in the companies on whose boards 
they serve. Within the past several years, a number of corpora¬ 
tions have offered increased incentives to directors. Directors* 
fees have been raised in some cases, and a few companies now 
pay their directors a moderate salary. The inducement most 
widely adopted in recent years is an indemnification clause to 
protect directors, companies thereby hoping to offset the 
reluctance of many men to serve as directors since the early 
thirties because of numerous stockholders* suits and the in¬ 
creased liabilities placed on directors as a result of the securi¬ 
ties legislation of 1933-34. 42 

Merely offering such additional incentives or protection to 
outside directors can be expected to achieve only limited re¬ 
sults. Somewhat more competent men might be secured, and 
they might take a greater interest in the company’s affairs \ 
but they would be unlikely to differ greatly from the type of 
director to whom we have become accustomed or to supply 
much dynamic leadership. They would continue to be chosen 
by management through its control of the proxy machinery, 
or perhaps by some dominant interest group $ and under these 
circumstances the director’s sense of responsibility, whether 

41 For elaboration of these points, see R. C. Patterson, Jr., “Wanted: 
Directors Who Direct,” New York Times Magazine , Jan. 21, 1940, and 
“The Responsibilities of Directors,” Advanced Management , Vol. 5 (1940), 
pp. 57-62} W. O. Douglas, “Directors Who Do not Direct,” Harvard Law 
Review , Vol. 47 (1934), pp. 1305-34, and Democracy and Finance, 
(1940), Chap. 4} TNEC Monograph No. xi, pp. 23-25, 124-27} National 
Industrial Conference Board, Prevailing Practices Regarding Corporation 
Directors , especially pp. xo-xi} G. E. Bates, “The Board of Directors,” 
Harvard Business Review , Vol. 19 (1940), pp. 72-S7. 

44 Recent tendencies referred to in this paragraph are summarized in the 
New York Times , May 4, 1941} see also the same, Feb. 1, 194a. 
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he be active or passive, would probably be turned as much 
toward management (or some powerful interest group) as 
toward a large, anonymous body of stockholders. The board 
would be likely to remain at best an advisory council, with 
much the same conservative and financial emphasis as in the 
past, while the leadership function would continue to be 
exercised by the executives. 

\ The answer to the problem of inactive directors most fre¬ 
quently advanced in recent years is that of the professional 
[director. The proposal is that the board be made up in good 
part of men who will be sufficiently remunerated for devoting 
a large part of their time to the affairs of a given corporation, 
who will have an adequate background of experience in the 
kind of business involved, and who will serve on the boards 
|of at most only a few corporations. 43 The aim is to profes¬ 
sionalize the director as well as the top executive. 

’ I This proposal has much to commend it, but taken alone it 
puffers from two serious weaknesses, which are frequently 
{overlooked. Where management continued to control the 
Iproxy machinery, the professional director would be selected 
Imuch as present directors are—by management rather than by 
>the majority of stockholders. The power of the executive 
group would not necessarily be weakened, and the working 
director might conceivably provide no greater protection to 
the interests of stockholders and other affected groups than do 
directors of the more conventional type who are reasonably 
ihonest and responsible men. The professional director’s more 
intimate knowledge of a company’s affairs would, however, 
jtfford greater protection against fraud and gross mismanage- 
fiient by executives./^ 

t Secondly, the more active working directors become, the 
j more closely they resemble the executives now responsible for 
| providing business leadership. A full-time working director is 
"merely another official who is also a director. Wide adoption 

"For a somewhat fuller statement of the characteristics of the profes¬ 
sional director, see Holden and others, T of-Management Organization and 
Control , pp. 19-20, 223$ also G. E. Bates, Harvard Business Review , Vol. 
19, p. 81. 
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of the proposal for professional directors, particularly if man¬ 
agement is able to select the directors itself, may merely make 
general the situation now found in some companies in which 
only the executive group is represented on the board. There 
is less danger of this if the working director is associated with 
several companies and gives only a part of his time to any 
one of them. On the other hand, if active professional direc¬ 
tors do not in effect become part of the executive personnel, the 
resulting friction may seriously interfere with the ability of 
either group to exercise effectively the leadership function. 44 
[. These difficulties suggest that merely professionalizing the 
|)board of directors is not enough to achieve competent business 
leadership and at the same time the necessary independent 
fcheck on executives. But before suggesting what further 
I changes may be desirable, we must make clear what it is we 
want the board of directors to do in the large corporation. 

In this writer’s opinion, the function of business leadership 
belongs where it now is—with the executive group. The eco¬ 
nomics of the large corporation makes inevitable the centraliz¬ 
ing of active leadership in the hands of full-time management 
officials. It is therefore not necessary, and it would probably 
be inimical to effective and co-ordinated decision-making, to 
attempt to push the board of directors into active and continu¬ 
ous participation in the performance of the leadership function. 
| Beyond this, there would still be at least three jobs for the 
! board to do. Management needs and seems to want a group of 
competent advisers. Secondly, someone must appoint the chief 
executive and determine his compensation. And, finally, the 
board should act as “management auditors,” reporting periodi¬ 
cally on the company’s progress and the quality of its leader- 
1 ship. Adequate performance of the last two functions, par¬ 
ticularly if at the same time executives accept fully the broad 
^economic responsibilities with which they are being charged, 
will provide in good part the check on decision-making officials 
which is now too frequently lacking. 

It should not be too difficult to secure a board of active and 

44 Here again the danger is less great for part-time than for full-time 
working directors. 
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competent advisers, particularly if legal responsibility for 
decision-making is unequivocally placed on the executives. 
Stronger financial and non-financial inducements can be offered 
to the conventional type of director, or, better, part-time profes¬ 
sional directors can be employed. The latter, however, should 
not be expected to assume final responsibility for decisions 
(made by executives. Responsibility for active leadership should 
be placed squarely on the shoulders of the executive group, 
and we should do well to change accordingly that part of 
lour corporation law dealing with the powers and responsibili¬ 
ties of directors and executives. 45 

Now we come to the basic difficulty. Granted that we trans¬ 
fer legal responsibility for leadership entirely to the executive 
group, a mere board of advisers will not provide the independ¬ 
ent check on management necessary to ensure that executive 
leadership is directed toward objectives which satisfactorily 
promote the interest of stockholders and of the other groups 
affected by the large corporation’s activities. 40 Even granted a 
widening sense of responsibility among executives, they cannot 
be left to determine their objectives and responsibilities as they 
see fit. At best, the result would be benevolent paternalism j 
at worst, exploitation of the weaker interest groups in favor 
of the stronger and of management itself. 

Hence there must be some control over executives, even 
though these men make the leadership decisions themselves. 
To implement the control necessary, and to provide the de- 

48 Here, as in some other cases, it would be necessary to differentiate 
between the small and closely-held firm and the large corporation whose 
stock is widely distributed. I recognize that such differentiation, which should 
be based on both size and diffusion of ownership, would be exceedingly 
difficult to apply in practice. 

M I assume, without stopping to defend the assumption, that executives 
and directors have obligations extending far beyond those they bear to the 
stockholding group. These broader responsibilities are being increasingly 
recognized by executives themselves. In this respect, it is my feeling that 
many top executives have gone further than most outside directors. The 
legal conception of the board of directors presumes that the latter exists 
to safeguard the interests of only one group—the stockholders, who alone 
may vote for directors. All other groups are assumed to be protected in 
other ways—none of them involving representation in management or on 
the board. 



PROFESSIONALIZATION OF LEADERSHIP 


349 


sired link between management and all affected groups, the 
board could continue to have the right to select the chief 
executive. In addition, it could act as a board of management 
auditors, reporting periodically to stockholders, other affected 
groups, and the public at large on the company’s progress and 
the quality of its leadership. 

To perform these functions, the board would have to be 
freed of the possibility of management domination. Given 
management’s control of the proxy machinery, the weakness 
of stockholders, and the fact that management’s obligations 
are too broad for control to come from any single group, we 
are led to the conclusion that government intervention of some 
sort is necessary. Such control would probably be burdensome ; 
the writer is not satisfied with any of the possible forms of 
government regulation that have suggested themselves; but 
the logic pointing to the need for government intervention of 
some sort is incontrovertible, if we want to create a strong and 
independent board in the large corporation. 

We cannot enter into a detailed discussion of the various 
steps which might be taken to make the board independent. 
A requirement that a substantial minority or even a majority 
of the board be public representatives might help, but we come 
squarely against the question: Who would select these public 
directors and how would we ensure that they would not be 
dominated by the officials of the company? Or we could give 
a government agency, perhaps the Securities and Exchange 
Commission, the right to approve management selection of 
directors. There might perhaps be a requirement that certain 
specified groups would have the right to have representatives 
on the board. I do not see much point, however, to continuing 
the anachronism of nominal stockholders’ voting on manage¬ 
ment-selected slates for the board. In effect, the board is ordi¬ 
narily picked before the stockholders vote; the “vote” consists 
merely of authorizing management—or perhaps a minority or 
banking group—to confirm its own selections through the 
proxy machinery; and, as we pointed out, there are other 
groups, whose welfare is as intimately affected by the firm’s 
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activities as the stockholders’, who at present have no vote 
at all. A change such as that suggested would represent in good 
part only a nominal revolution in property rights. The real 
revolution has already largely taken placej the great majority 
of stockholders have been deprived of control of their 
property through the diffusion of ownership and the growth 
in the power of management. 47 

| However it is achieved, we need a new type of board of 
directors in the large corporation. It should be independent of 
Management and owe its allegiance to no single group within 
6 r outside the company. The directors should be competent 
men with broad vision, adequately paid for devoting a sub¬ 
stantial part of their time to the company’s affairs. The board 
should not try to “run” the company. Its members would 
act in an advisory capacity $ they would have the power to 
remove the chief executive for cause and to appoint a new 
onej and they would act as management auditors, issuing 
periodic detailed reports on management’s performance which 
! would be based on an intimate knowledge of the business. 
i With the advice and under the broad supervision of such 
a reconstituted board, the executive group would be free to 
direct the business according to its best judgment. It should 
)not have to go to the board for approval of specific decisions j 
iand the board, while offering its advice freely, should not be 
jable to force its views on management unless it is willing to 
bo so far as to request the chief executive’s resignation. To 
achieve a clear-cut allocation of responsibility, however, the 

47 See, for example, Berle and Means, The Modern Corporation and 
Private Property , especially Bk. 2, Chap. 8 and Bk. 4. I see no harm and 
considerable good in recognizing legally the fact that the typical stockholder 
has little power and that his primary function is one of supplying capital. 
Even without voting power, the stockholder would be amply protected by 
the securities legislation of recent years, an effectively functioning SEC, 
and the sort of board of directors I suggest. Dividends to stockholders would 
continue to be paid as .now, and stock could be bought and sold exactly as 
at present. It is true that large minority stockholders would be deprived of 
power and part of the incentive for their ownership by this suggestion. I 
believe, however, that this would be a net gain. The economy as a whole 
has too much at stake in the large corporation to permit such “power behind 
the throne”—whether wielded by minority owners, barkers, or any other 
group. 
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'executive group should remain free as long as it is in office 
to make decisions according to its own best judgment. Efficient 
business leadership in the large corporation must depend on an 
able, dynamic chief executive, supported by a competent staff 
adequately organized and directed. The board’s participation 
in decision-making should consist of advice, not interference. 
iBeyond this advisory function, the board’s chief contribution 
pan come from its remaining independent of the executive 
group and using its independence to safeguard the interests of 
ill the groups the large corporation exists to serve. 
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DATA ON THE IMPORTANCE OF THE 
CORPORATE FORM AND OF THE 
LARGE CORPORATION 

I. The figures on the importance of corporate activity pre¬ 
sented in the table on page 14 represent at best only a series of 
rough approximations. No explanation of the method of computing 
these figures is given in Part I of the TNEC Hearings, from which 
they are taken. Inquiry at the Department of Commerce, where 
the figures were compiled, elicited the explanatory information 
lacking in the presentation of these figures to the Temporary Na¬ 
tional Economic Committee. 

The expression “business done,” as used in the table on page 14, 
is apparently intended to represent an approximation to total sales 
or gross receipts. Actually the percentages given were computed 
in a variety of ways, depending upon what figures were available 
for all firms in a given industry. In some cases, apparently the 
figures are merely sophisticated guesses. 

In general, where census data for an industry were available, 
the item most closely approximating total sales was taken and 
divided into the corresponding item for corporations as given in 
Statistics of Income or in census tabulations. Thus the figure for 
mining is derived by taking the ratio of the value of product for 
mines and quarries under corporate ownership to the total value of 
product of the entire industry. In some cases, the ratios were based 
on payrolls. The data are for various years between 1929 and 
1937, an( l it was assumed that the relationships found for these 
years held also for the year 1937. 

The figure for the percentage of business done by corporations 
in the construction industry was computed by the simple process 
of taking the ratio of the number of corporate establishments in 
the industry to the total number of such establishments (in 1930). 
A ratio based merely on the number of establishments seriously 
underestimates the importance of the corporate form in this or any 
other industry, since the average size of corporations is con¬ 
siderably greater than that of unincorporated enterprises. For the 
figure of 36 per cent given in the TNEC hearings we have sub- 
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stituted the figure of 60 per cent given by the National Resources 
Committee. 1 This latter figure was derived by taking the ratio 
of the value of work done by corporations in the construction in¬ 
dustry to total contract construction work, as reported in the 
United States Bureau of the Census, Census of Business , Construc¬ 
tion Industry y 1935.* 

The figures of 100 per cent given for the gas and electric 
industry and for communications are undoubtedly somewhat too 
high, but the margin of error here, though unknown, is not more 
than a few per cent. 8 

2. The table on page 17 presented data on the fraction of total 
assets held by corporations falling in various size groups. In the 
discussion of this table, it was pointed out that some corporations 
did not file balance sheets with their tax returns, and data on 
assets are not available for these firms. We do, however, have 
figures on total compiled receipts for all corporations. We can 
estimate the total assets of all corporations, including those not 
filing balance sheets, by assuming that the assets of all corporations 
stood in the same relation to the assets of those filing balance 
sheets as did the total compiled receipts of all corporations to the 
total receipts of those filing balance sheets. This assumption was 
made for each industrial group. Total compiled receipts of all 
corporations in each industrial group were divided by receipts 
of balance-sheet corporations. The assets of balance sheet firms 
were then multiplied by the ratio thus secured to arrive at the 
estimated total assets of all corporations in each industrial group. 
The estimated total assets for the various industrial groups were 
added to secure figures for total assets for all corporations combined 
and for all non-financial corporations. 4 

The adjusted estimates of total assets, with allowance thus made 

1 The Structure of the American Economy , Pt. x, p. 375. 

* Vol. 3, p. 34. The same figures are cited in L. S. Lyon and others, Gov¬ 
ernment and Economic Life , Vol. 1, p. 495. 

# The same, pp. 494-96. 

4 This procedure for estimating the total assets of all corporations—that is, 
by adding the estimated totals for the various industrial groups—is more 
accurate than the direct estimate which could be secured by taking the ratio 
of total compiled receipts of all corporations to the compiled receipts of all 
balance-sheet firms and then applying this ratio to the assets reported by the 
latter. Thus the receipts of all corporations were approximately 1021.5 per 
cent of the receipts of all balance-sheet corporations. Adding the estimated 
total assets of the various industries, secured by applying the receipts ratio 
to the assets of balance-sheet firms in each industry taken separately, we get 
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for non-balance-sheet firms, were then divided into assets held by 
corporations in the largest size groups. This was done for each 
industrial group and for the groups combined. These adjusted 
percentages are shown in parentheses in the table on page 17. It 
was assumed that all corporations not filing balance sheets fell in 
the smaller size groups. The result is to reduce slightly the figures 
for the percentages of total assets held by the largest corporations 
from what they were when only balance-sheet companies were 
considered. 

a figure for total assets of all corporations which is approximately 104.4 
per cent of the assets of the balance-sheet firms. In the figure of 102.5, the 
various industries are weighted according to receipts 5 in the figure of 104.4 
they are weighted according to assets. The two procedures give the same 
results only if the ratio of receipts to assets is the same for each industry. If 
the ratios are different for various industries, as they are in fact, then we 
must estimate total assets separately for each industry and add these estimates 
to get an estimate for all industries combined. A similar procedure was 
followed by the National Resources Committee. See The Structure of the 
American Economy , Pt. 1, pp. 291-92. 
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A COMPARISON OF TWO RECENT LISTS OF 
THE 200 LARGEST CORPORATIONS 

Two lists of the 200 largest non-financial corporations have 
recently been compiled—one by the National Resources Committee 
for 1935, 1 the other by the staff of the Securities and Exchange 
Commission for 1937. 2 These will be referred to respectively as 
the NRC list and the SEC list. There are 151 companies common 
to both lists. 8 One other company on the SEC list is the successor 
to one on the NRC list. 4 Of the other 48 companies on the SEC 
but not on the NRC list, about half are subsidiaries of other 
companies and for this reason were excluded by the National Re¬ 
sources Committee, which automatically omitted all companies, a 
majority of whose stock was owned by another corporation. 

Inclusion of subsidiaries does not seem warranted in a study of 
ownership by control groups, and the SEC averages of the per¬ 
centage of ownership held by dominant stockholding groups is given 
a substantial upward bias through the inclusion of such companies. 

In our own analysis of ownership by “control” groups in 
Chapter II, we have used the SEC list of 200 companies, corrected 

1 See National Resources Committee, The Structure of the American 
Economy , Pt. 1, App. 10. The itemized list was given only for 1935, but 
the total assets of the 200 largest were computed for other years also. 

* This list was prepared for the Temporary National Economic Commit¬ 
tee as part of a study of ownership in the very large corporation. See TNEC 
Monograph No. 29, pp. 3-4 and App. 5. 

*The SEC states that there were 150 companies common to the two lists 
(TNEC Monograph No. 29, p. 345, note), but our own count is 151 (in¬ 
cluding one company which changed its name between 1935 and 1937). 
The reason why 49 companies on the SEC list were not included by the 
National Resources Committee is explained in the text of this appendix. It 
is also possible to explain in most cases why 49 companies on the NRC list 
were excluded by the SEC. The latter stated that the following types of 
companies were excluded: (1) firms in bankruptcy or receivership at any 
time in the period 1937-40, (2) companies facing the prospect of govern¬ 
ment ownership (chiefly street railways), (3) companies wholly owned 
by other corporations included in the list (the NRC list includes two terminal 
companies owned jointly by a number of railroads), and (4) a few com¬ 
panies for which the necessary data were not available in time. (TNEC 
Monograph No. 29, pp. 344-45). Of these, the first was by far the most 
important. Exclusion of companies in bankruptcy or receivership took a 
particularly heavy toll of the railroads. These four reasons for excluding 
companies from the SEC list account for practically all of the companies 
on the NRC list which were not included by the SEC. 

4 In yet another case, the SEC list substituted a top holding company 
(Koppers-United) for the holding-operating subsidiary (Koppers Com¬ 
pany) included in the NRC list. 
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to exclude 24 subsidiaries. Of these, 21 represented cases in 
which a majority of the voting stock was owned by a parent com¬ 
pany, and three were railroads leased and operated by other 
companies on the list. 5 Of these 176 companies, 150 are on the 
NRC list. 8 The following tabulation explains why the remaining 
26 are on the SEC list but were not included by the National 


Resources Committee. 

Too small in 1935 to be included in the NRC list 7 . 15 

Asset data probably not available to the NRC. 4 

Probably considered subsidiaries by NRC although a majority 
of the voting stock was not owned by another corporation 

in 1937 . 2 

Railroads in the Van Sweringen system excluded by NRC 

because Alleghany Corporation was included 8 . 2 

Excluded by NRC because of its foreign operations 1 

Successor to company on NRC list . 1 

Related company used instead of one on NRC list 1 


26 

* The three leased lines were the Boston and Albany, the Carolina, Clinch- 
field and Ohio, and the Morris and Essex, leased respectively by the New 
York Central, Atlantic Coast Line, and Delaware, Lackawanna and 
Western. 

The 21 other companies excluded are all listed by the SEC as representing 
cases of majority ownership by another corporation. (TNEC Monograph 
No. 29, pp. 1497-98.) The SEC actually included in its list a twenty- 
second company, a majority of whose voting stock was supposedly owned 
by another corporation. This was Electric Power and Light Corpora¬ 
tion. It is true that Electric Bond and Share owned a majority of the 
common stock of this company, but such ownership represented less than 
50 per cent of the total voting power. There were two preferred issues with 
full voting rights outstanding, and of these Electric Bond and Share appar¬ 
ently owned little or none. (TNEC Monograph No. 29, pp. 882-89.) 

a We have already stated that there were 151 companies common to the 
NRC and SEC lists. One of these was Shell Union Oil Corporation, 64 per 
cent of whose voting stock in 1937 was owned by Batavian Petroleum 
Company. This company is one of the 24 that we removed from the SEC 
list on the grounds that it was a subsidiary of another corporation. This 
leaves 150 companies common to our list of 176 and the NRC list. 

T The smallest company included by the NRC had total assets of 67.3 
millions in 1935. The smallest company in the SEC list had total assets 
of 62.9 millions in 1937. 

* In neither of these two cases (Chesapeake and Ohio and Pere Marquette) 
was a majority of the voting stock owned by another corporation in 1937* 
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